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BEFORE THE

[ LLI NO S COMMERCE COMM SSI ON

IN THE MATTER OF:

NORTHERN | LLI NOI S GAS COMPANY,
d/ b/ a NI COR GAS COMPANY

Proposed general increase in
natural gas rates (Tariffs filed
on November 4, 2004).

No. 04-0779

N N N N N N N N N N

Chicago, Illinois

May 23, 2005
Met pursuant to notice at

BEFORE:

9:00 a. m

MR. | AN D. BRODSKY and THOMAS G. ARI DAS,

Adm ni strative Law Judges.
APPEARANCES:

FOLEY & LARDNER, LLP, by
MR. E. GLENN RI PPl E and
MR. JOHN P. RATNASWAMY
MR. CHRI STOPHER W ZI BART
321 North Clark Street, Suite
Chi cago, Illinois 60610
-and-
MR. NEIL J. MALONEY
1844 Ferry Road
Naperville, Illinois 60563
Appearing for Northern 1|1

2800

i nois Gas;
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APPEARANCES:  ( CONT' D)

MR. DAVID I. FEIN
550 West Washi ngton Boul evard, Suite 300
Chicago, Illinois 60661

Appearing for Constellation NewEnergy

MS. LEI JUANA DOSS
ASSI STANT STATE' S ATTORNEY
69 West Washington Street, Suite 3130
Chicago, Illinois 60602
Appearing for the People of Cook County,
[11Tinois;

JOHN C. FEELEY,

JOHN J. REI CHART,

CARMEN L. FOSCO and

. CARLA SCARSELLA

160 North LaSalle Street, Suite C-800
Chicago, Illinois 60601

Appearing for Staff;

EEE

MS. FAI TH E. BUGEL

35 East Wacker Drive, Suite 1300

Chicago, Illinois 60601
Appearing for Environmental Law & Policy
Center of the M dwest;

MR. MARK G. KAM NSKI and
MR. RI SHI GARG
100 West Randol ph Street, 11th Fl oor

Chi cago, Illinois 60601
Appearing for the People of the
State of Illinois;

MR. ROBERT J. KELTER
208 South LaSalle Street, Suite 1760
Chicago, Illinois 60604

Appearing for CUB;
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APPEARANCES:  ( CONT' D)

DLA PI PER RUDNI CK GRAY CARY US, LLP, by

MR. CHRI STOPHER J. TOWNSEND and

MR. W LLIAM A. BORDERS

203 North LaSalle Street, Suite 1500

Chi cago, Illinois 60601
Appearing for M dAmerican Energy Conmpany,
Direct Energy Services, LLC, Interstate Gas
Supply of Illinois, Inc., U S. Energy Savings
Cor poration and WPS Energy Services, Inc.,
collectively as Retail Gas Suppliers;

ROWLAND & MOORE, LLP, by

MR. STEPHEN J. MOORE

200 West Superior Street, Suite 400

Chicago, Illinois 60610
Appearing for Dom nion Retail, Inc., and
Busi ness Energy Alliance and Resources;

LUEDERS ROBERTSON & KONZEN, LLC, by

MR. R. ERI C ROBERTSON

P. O. Box 735

1939 Del mar Avenue

Granite City, Illinois 62040
Appearing for I1EC.

SULLI VAN REPORTI NG COMPANY, by
Tracy L. Overocker, CSR
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W t nesses: Direct Cross direct cross Exam ner
Al bert Har ms 648
652
664
701
727
754
771 779 786
Het hie S. Parnsano
788 791
Martin Kushl er
802 804 822 825
Gene Beyer
829 833 853
Theresa Ebrey
855 859
875
In camera Pages 868 - 880
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Number For
AG Cross
No. 10
11
13.0, 13.1,
13.2 & 30.0
12&13
ELPC
No. 7
CNE
No. 3
RGS Cr oss
Nos. 6-8
Il EC Cross
No. 4
DRI
No. 3
CCSAO/ CuB
No. 9
STAFF
No. 23
No. 9.0&18.0
NI COR
No. 46
No. 47
ELPC
No. 1&2
| CC
No. 2.0&11.0

| dentification

655
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648
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757

763
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874
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688

761

764
833

783

804
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JUDGE ARI DAS: Pursuant to the direction of the
[1linois Commerce Comm ssion, | now call Docket
No. 04-0779; this matter being Northern Illinois Gas
Conpany's proposed general increase in natural gas
rates.

Let's start with the appearances for
the record, first here in Chicago and then if anybody
is on the phone.

MR. RI PPI E: On behal f of Northern Illinois Gas
Conpany, Glenn, two n's, Rippie, R-i double p, as in
Peter, i-e and John Ratnaswamy, R-a-t-n-a-s-w-a-my,
each of the firm of Foley & Lardner, LLP, 321 North
Clark Street, Suite 2800, Chicago, Illinois 60610.

MR. MALONEY: Also appearing on behal f of

Northern Illinois Gas Company, Neil Mal oney,

Assi stant General Counsel for Northern Illinois Gas

Company, 1844 Ferry Road, Naperville, Illinois 60563.
MR. FEELEY: Representing Staff of the Illinois

Conmmerce Comm ssion, John Feel ey, John Reichart,
Carmen Fosco and Carla Scarsella, Office of General
Counsel, Illinois Commerce Conmm ssion, address is 160

North LaSalle Street, Suite C-800, Chicago, Illinois
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60601.

MS. BUGEL.: Appearing on behal f of
Environmental Law & Policy Center, Faith Bugel,
B-u-g-e-1, 35 East Wacker Drive, Chicago, Illinois
60601.

MR. GARG: Appearing on behalf of the People of
the State of Illinois, Rishi Garg and Mark Kam nski,
representing the Ofice of the Illinois Attorney
General Lisa Madigan, 100 West Randol ph, Floor 11,
Chi cago, Illinois 60601.

MR. TOWNSEND: On behalf of M dAmerican Energy
Company, Direct Energy Services, LLC, Interstate Gas
Supply of Illinois, Inc., U S. Energy Savings
Cor poration and WPS Energy Services, Inc.,
collectively as the Retail Gas Suppliers, the |aw
firm of DLA Piper Rudnick Gray Cary US, LLP, by
Christopher J. Townsend and W I Iliam A. Borders, 203
North LaSalle, Chicago, Illinois 60601.

MR. KELTER: On behalf of the Citizens Utility
Board, Robert Kelter, 208 South LaSalle, Suite 1760,
Chi cago 60604.

MR. MOORE: On behalf of Dom nion Retail, Inc.,
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and Business Energy Alliance and Resources, LLC,

St ephen Moore of the law firm Row and & Moore, 200
West Superior Street, Suite 400, Chicago, Illinois
60610.

MR. FEIN: Appearing on behalf of Constellation

NewEner gy Gas Division, LLC, David I. Fein, 550 West
Washi ngt on Boul evard, Suite 300, Chicago, Illinois
60661.

MR. ROBERTSON: Appearing on behalf of the
Il'linois Industrial Energy Consuners, Eric Robertson,
Lueders Robertson & Konzen, P.O. Box 735,

1939 Delmar, Granite City, Illinois 62040.

JUDGE ARI DAS: Any further appearances?

(No response.)

Hearing none, let's nmove on. Bef ore
we start today, M. Rippie informed me that Nicor
filed an additional motion this norning -- or being
filed as we speak -- supplenmental to their notion in
limne regarding M. Kelter's issue.

M. Rippie, you want to el aborate on
that further for the record?

MR. RI PPI E: Yes. | believe the notion will be
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e-docketed by now and copies should be avail able
shortly. In essence, this is a renewed -- copies are
now avail abl e. I n essence, this is a renewed notion
in limne based upon the supplenmental answers filed
by CUB, CCSAO and by its consultant, M. Galligan.
It's not my intention to argue the
moti on, obviously, this morning; but in essence, this
nmoti on asserts that given that information, it is
i mpossi bl e and inpractical for Nicor Gas to
adequately respond in a live hearing and, therefore
ask for one of two alternative forms of relief,
either a renewed motion in limne or in the
alternative, that this issue be severed and addressed
in a separate docket where more orderly proceedi ngs
coul d occur.

JUDGE ARI DAS: Okay. Interestingly enough, we
were prepared to issue a ruling this morning on that
matter but seeing the devel opment, we're going to
hold off on that so we can review your notion.

MR. RI PPI E: By the way, the cases cited
therein are also avail able.

JUDGE ARI DAS: Has M. Kelter seen a copy of
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this?

MR. RI PPI E: Just now. | alerted himof this
first thing this norning;, but, obviously, this is a
moti on that was prepared over the weekend so he's not
seen it yet.

JUDGE ARI DAS: Go ahead, M. Kelter.

MR. KELTER: | guess my question would be --
procedurally, I"'ma little confused about how this is

going to proceed.

JUDGE ARI DAS: Well, like | said, we were
prepared to issue a ruling, but 1'"d like to see what
was filed -- we'd like to see what was filed and we'd

like to give you a chance to respond to it any way
you |ike. If you want, you could do an on-the-record
response verbally sometime today or you can file
something in writing.

MR. KELTER: Well, | guess what |1'd like is the
opportunity to read this over and see what's in there
and - -

JUDGE ARI DAS: Sure.

MR. KELTER: -- go fromthere

JUDGE BRODSKY: So why don't we take a few
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m nut es when we reconvene after the lunch break and
we can see where we're at with it.

MR. KELTER: Okay.

JUDGE BRODSKY: Ot her matters, there was some
outstanding | ate-filed exhibits and other types of
filings, |I suppose, that were contenplated at the end
of last week's hearing. Do we have those? Are all
those taken care of at this point or are sone |eft
outstandi ng?

MR. TOWNSEND: Your Honors, Christopher
Townsend on behalf of the Retail Gas Suppliers, we
did have sonme on-the-record data requests as you'l
recall during the cross-exam nation of M. Bartlett.
A couple of those were responded to on the record.
One of those referred us to a data response where the
Hub Services Agreement and the Operating Agreement
bet ween Ni cor Gas and Ener Change were found. We now
have copies of those documents and we would move for
t he adm ssion of what has been marked RGS Cross
Exam nation Exhibit 6, which is the Hub Services
Agreement; RGS Cross Exhibit 7, which is the
Operating Agreenment dated as of October 25th, 2001,
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among Nicor Inc., Northern Illinois Gas Conpany d/b/a
Ni cor Gas Company and each of the entities identified
on Exhibit 8 hereto; and RGS Cross Exhibit 8, which
is the first amendnment to the Operating Agreenent.
JUDGE ARI DAS: Was there any objection to that
adm ssi on?
MR. RI PPI E: No, there is not.
JUDGE ARI DAS: So then RGS Exhibits 6 through 8
will be admtted.
(Wher eupon, RGS Cross
Exhi bit Nos. 6-8 were
mar ked for identification
as of this date.)
(Wher eupon, RGS Cross
Exhi bit Nos. 6-8 were
admtted into evidence as
of this date.)

MR. FEIN: Good morning, your Honors. At the

close of the hearing on Friday, | believe you already
granted adm ssion of CNE Cross -- Exhibit No. 3.
There were some hand mar ki ngs on the exhi bits. | now
have cl ean copies that | can tender to the court
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reporter.
JUDGE BRODSKY: Okay. Very good.
(Wher eupon, CNE
Exhi bit No. 3 was
mar ked for identification
as of this date.)
JUDGE BRODSKY: As | recall, those were
adm tted upon the filing this morning. What was the
exhi bit number on that?
MR. FEIN: Exhi bit 3.
JUDGE BRODSKY: All right. Does that concl ude
the various filings that were outstandi ng?
(No response.)
Hearing no others, were there any nore
matters to be dealt with before we continue with the
next witness?

(No response.)

Okay. Nicor, then you may call your
next witness -- or, actually, | suppose re-call
Mr. Harms.

And with that, M. Harnms, | rem nd you
you are still wunder oath.
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THE W TNESS: Yes, sir.

MS. BUGEL: Your Honors, ELPC would request
going first in this sequence. W have just a couple
m nutes of cross-exam nation.

JUDGE BRODSKY: That's fine. You may proceed.

CROSS- EXAM NATI ON

BY
MS. BUGEL:
Q M. Harms, | have with me what |'ve marked

as ELPC Exhibit 7, which is ELPC Data Request 2.02
and Nicor's response.
MS. BUGEL: Perm ssion to approach the witness.
JUDGE ARI DAS: You may.
(Wher eupon, ELPC
Exhi bit No. 7 was
mar ked for identification
as of this date.)
BY MS. BUGEL:
Q M. Harms, are you famliar with this
document mar ked as ELPC Exhibit 7?
A Yes, | am

Q M. Harms, this docunent discusses the
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average cost per therm of gas supply; is that
correct?

A Yes, it does.

Q Was this response -- was this response to
this request prepared by you or under your direction?

A It was.

Q Is it true and accurate to the best of your
knowl edge?

A Yes, it is.

MS. BUGEL: Your Honor, at this time | offer
into evidence ELPC Exhibit 7.

MR. RATNASWAMY:  Your Honors, without -- could
I renew -- without detailing the objection | made
| ast week and ask there be a continuing objection to
this line of cross? Your Honors overrul ed that
obj ection, we just want to make it again for the
record.

JUDGE BRODSKY: Okay. So you're relating this
to the remai nder of the ELPC issue presented by
Dr. Kushler and other related wi tnesses?

MR. RATNASWAMY: Yes. The objection -- the
short version is relevance but | don't think anyone

649



10

11

12

13

14

15

16

17

18

19

20

21

22

would find it interesting to hear us reargue it and
have it deni ed again.

JUDGE BRODSKY: Okay. Well, the objection is
noted for the record and is overrul ed.

So with that, | suppose --

MR. ROBERTSON: Your Honor ?

JUDGE BRODSKY: M. Robertson, go ahead.

MR. ROBERTSON: I'd like to renew ny objection
as well and make the same approach. | don't need to
argue it again.

JUDGE BRODSKY: So not ed.

BY MS. BUGEL:

Q M. Harms, earlier in this proceeding we
covered the marginal cost of gas supply with
M. Gorenz. Today | would |like to cover the average
cost of gas supply with you.

I n your position as manager of rate
research, are you famliar with the average cost of
gas supply on a nonthly basis?

A l'm famliar with what we file under our
Ri der 6 gas supply charge for that cost of gas on a

mont hly basis.
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Q And the Rider 6 gas supply cost filings
determ ne the rate at which customers will be billed
for gas supply costs in the com ng nmonth?

A That is correct.

Q And gas supply costs are passed directly
through to customers?

A Correct.

Q So when Nicor makes its Rider 6 filings, it
attenpts to make an accurate estimate of what it will
actually be paying on average per thermin a com ng
mont h?

A Yes.

Q And the difference between gas supply
revenue collected and actual gas costs incurred is
adjusted in future Rider 6 filings?

A The revenue recovered versus the expenses
that are accounted for and incurred during the nonth
are reconciled on a nonthly basis and an annual
basi s.

Q On average, how far off is the estimte
from actual gas supply costs in cents per thern?

A | don't know that.
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but

MS. BUGEL: No further questions.

JUDGE BRODSKY:

for some reason

is admtted.

| know we had started on this

it was not cl ear.

MS. BUGEL: Thank you

(Wher eupon, ELPC

Exhi

adm tted

of t

JUDGE BRODSKY:

bit No. 7 was

his date.)

Let me see, okay.

party to have cross?

ELPC Exhibit 7

into evidence as

The next

MR. GARG: Your Honor, the Attorney General's

Office would |like to do cross.

JUDGE BRODSKY:

Okay. Pl ease proceed.

CROSS- EXAM NATI ON

BY

MR. GARG:

Q M. Harns

rebuttal testimony,

M.

A Whi ch pag
Q It's Page

Ef fron has not

, please refer to Page 42 of your

Ni cor Exhibit 32.0.

e was it?

42, Lines 899 to 904 you state,

taken i nto account

t hat

Ni cor

Gas'
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existing 2 mllion residential customers have shown

that they continue to conserve and reduce their

usage; correct?

A That is correct.

Q Pl ease refer to Nicor's Schedule E-4 and if
you don't have a copy, | can provide one.

A | do not have one. Thank you.

MR. GARG. May we approach the witness, your

Honor ?

JUDGE BRODSKY: You may.

MR. RATNASWAMY: Could I just
as filed in --

MR. GARG. Yes.

BY MR. GARG:

Q | f you could refer to Page 2,

Conpany is adding residential customers

in 2005; correct?
A Yes, they are.

Q However, in the Company's

ask, is this E-4

f orecast,

effect of conservation outwei ghs the effect of

Rate 1.

t he

the

The

in 2004 and

customer additions and the Conmpany is forecasting a

decrease in sales from 2004 to 2005;

correct?
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A

whet her it's conservation or

The Conpany is forecasting a decrease,

conservation and ot her

items, that is the total inmpact that we've forecasted

for 2005.
Q
you don't

A

Pl ease refer to Nicor Schedule G 5. And
have a copy, | can provide you with one.
Thank you.

MR. GARG. May we approach the witness, your

Honor ?

JUDGE BRODSKY: Yes.

BY MR. GARG:

Q

This schedule is a description of the

assunmptions used in the forecast of test year rate

base revenues and expenses; correct?

A

Thi s appears to be a portion of all the

assunmptions that were used in the forecast.

Q

A

Q

Pl ease refer to Page 2.
That's the one | have.

Okay. In the m ddl e of the page there's

expl anation of the assunption regardi ng customer

addi ti ons;

A

correct?

Yes.

i f

an
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Q Does it state, Delivery growth attri butable
to new customers and process changes i s expected to
nore than offset a forecasted |oad | oss due to
nat ural gas conservation?

A It says, Delivery growth attributable to
t hese new customers and comrercial, industrial
process changes is expected to nore than offset a
forecasted | oad | oss due to natural gas conservation.

Q Pl ease refer to Company work paper WPE 4.

MR. GARG: 1'd like to mark that as AG Cross
Exhi bit 10.

(Wher eupon, AG Cross
Exhi bit No. 10 was
mar ked for identification
as of this date.)
BY MR. GARG:

Q Can you refer to Page 2. The work paper
shows actual therm sales for 2003 and forecasted
sal es for 2004 and 2005; correct?

A Whi ch page number?

Q This is Page 2 of 15.

A Coul d you please restate the question?
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Q The wor k papers show actual therm sales for
2003 and forecasted sales for 2004 and 20057

A No, sir. It shows normal therm sales for
all three years.

Q In the m ddle of the page there's a |line

with the caption, Total in bold, with three asterisks

by it?
A Yes, sir, | have that.
Q And that |ine shows total sal es decreasing

from 4,908, 032,000 therms in 2004 to 4,893,671, 000
therms in 2005; is that correct?

A That is correct.

MR. GARG. |If | could just have one second,
your Honor .

BY MR. GARG:

Q M. Harms, the normal numbers were provided
in order to obtain a forecast; is that correct?

A The normal numbers are a part of the
forecast.

Q How do you reconcile these figures with the

statement on Schedule G5 that the delivery growth
attributable to new custonmers in process changes is

656



10

11

12

13

14

15

16

17

18

19

20

21

22

expected to nore than offset forecast |oad | oss due
to natural gas conservation?

THE REPORTER: Can you repeat that?

BY MR. GARG.

Q How do you reconcile these figures with the
statement on Schedule G5 that the delivery growth
attributable to new customers and process changes is
expected to more than offset a forecast in |oad | oss
due to natural gas conservation?

A " m not certain that | can reconcile those
but there are two factors that | would take into
consi deration since | have not reviewed all of the
assumptions used in the forecast. | know t hat our
traditional forecasting methods starts with tota
send out. And at the time that the Conpany devel oped
the normalized therm deliveries for the test year was
in early part of 2004, and |I'm not certain if the
nore recent forecast addressed a different total than
what we have here for 2004; but ny recollectionis is
that it was going to more than offset what we
anticipated to be the conservation inpact.

Q Pl ease refer to your surrebuttal testinony,
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Exhi bit 44.0, Page 29, Line 643 to Lines 651, you
state, The result of our forecast is that a decline
in usage for the average residential customer from
the test year will be 21 thernms which is the average
decline over the |last two years; correct?

A That is correct.

Q Do you mean this decline forecasted by the
Conpany for 2005 approxi mates the two-year average
decline of 2003 and 2004?

A What |'mreferring to here is an exhibit
that | had, 32.9.

Q Okay. Do you mean, though, that the
decline forecasted by the Conpany for 2005
approxi mates the two-year average decline in 2003 and
20047

A Yeah. l"mreferring to Line 5 on ny
Exhibit 32.9 which shows the change in normalized use
per customer. Once 2004 was over, we went back and
normal i zed the actual use for our residential
customers; that showed an actual decline of 12 therns
per customer. We had an actual decline in 2003 of 31
therms and --
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MR. GARG: Excuse me. Your Honor, I'd like to
nmove to strike the response. I"m sinply asking if
M. Harms' reference to 21 thernms is the average
decline of -- the average decline over the l[ast two
years.

MR. RATNASWAMY:  Your Honors, | believe the
answer was responsive, although it was cutoff in the
m ddl e

JUDGE ARI DAS: Are you |l ooking just for a yes
or no?

MR. GARG: | am.

JUDGE ARI DAS: Do you want to answer yes or no?

THE W TNESS: I think the exhibit speaks for
itself, that it's the average normalized actual use.

MR. GARG: Thank you.

BY MR. GARG:

Q Referring to your Exhibit 32.9, would you
agree that the three-year average from 2002 to 2004
the decrease in use per residential customer is about
10 therms per custonmer per year?

A The average of the three numbers for those

years on Line 5 is about a -- mnus 10 ther ms.
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Q Thank you. Pl ease refer to your
surrebuttal testimony, Exhibit 44.0, Page 29, Line
648. You state, Because Nicor Gas is not updating
all of its billing determ nants, it is inappropriate
to change only one class; correct?

A Correct.

Q Pl ease refer to M. Effron's rebuttal
testimony and | can provide you with a copy.

MR. GARG. May we approach the witness, your
Honor ?

JUDGE BRODSKY: You may.

BY MR. GARG:

Q Pl ease refer to Page 22, Lines 13 to 21 and

pl ease take a monent to read those |ines.
A |*ve read it.
Q It's here that M. Effron states, This 2005

residential sales reflects a reduction of
approximately 3 therms per customer per year;
correct?

A That's his estimte, yes.

Q And M. Effron makes that cal cul ati on based
upon the forecasted 2004 residential sales shown on
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Conpany Schedule E-4; correct?

A That's his statements.

Q The Conpany Schedul e E-4 was included in
t he Conpany's original 285 filings; correct?

A Correct.

Q If M. Effron is adjusting the Company's
forecast based on data in Nicor's original filing,
then he's not proposing any updating of the sales
forecast; correct?

A | woul d disagree with that

Q Woul d you agree that M. Effron is not
proposing to bring in any new data; instead, he's
usi ng data provided by the Company in its original
filing?

A Yes.

MR. GARG. Thank you.

No further questions.
| do nmove for the adm ssion of

AG Cross Exhibit 10.0.

MR. RATNASWAMY: |'m sorry, which one is that?

MR. GARG: AG Cross Exhibit 10.0, the work

paper.
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JUDGE BRODSKY: Is there any objection?

MR. RATNASWAMY: No, your Honor.

JUDGE BRODSKY: Then AG Exhibit 10 is admtted.

(Whereupon, AG Cross

Exhi bit No. 10 was
admtted into evidence as
of this date.)

MR. GARG. Your Honors, at this time | only
printed out Page 2 of that cross exhibit. It's
actually 15 pages. If your Honors would |ike, we can
submt this now and submt the entire 15 pages today.

JUDGE BRODSKY: Exhi bit 10 was wor k paper E-4;
wasn't it?

MR. GARG. Correct. And we referred to Page 2.

JUDGE BRODSKY: And you're saying you only have
Page 27

MR. GARG: Yes.

JUDGE BRODSKY: Are you moving the whole thing?

MR. KAM NSKI: Your Honor, | apol ogize. The
issue is is that the stack of documents we gave you
has only, | believe, Page 2 of 15 on it. I " m not
sure if your stack has that. Is it just a couple
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copi es of the same page?

JUDGE BRODSKY: As far as | can tell, work
paper E-4 had all 15.

MR. KAM NSKI: Never m nd. |"msorry, it was
our confusion.

JUDGE ARI DAS: E-4 is all.

JUDGE BRODSKY: Is the itemthat you sent to
the court reporter conplete, then?

THE REPORTER: It's pages 1 through 15.

JUDGE BRODSKY: Okay. Then we're fine. Thank
you.

VWho wants to do the next set of cross?

MR. ROBERTSON: "1l go if nobody el se wants
to.

MR. GARG: Your Honor, was the cross exhibit
adm tted?

JUDGE BRODSKY: Exhi bit 10? Yes.

MR. GARG. Thank you.

JUDGE ARI DAS: Go ahead, M. Robertson, please

approach one of the m crophones.
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CROSS- EXAM NATI ON
BY
MR. ROBERTSON:

Q Hell o again, M. Harms.

A Good nor ni ng.

Q My name is Eric Robertson. | represent the
I[l'linois Industrial Energy Consumers and | would Iike
to ask you whether or not you're generally famliar
with how Nicor plans its gas distribution systenf

A Generally famliar.

Q Does -- based on that know edge, do you
believe Nicor needs to expand its system of
di stribution mains as new custonmers are added to the
systenf

A Yes.

Q Coul d you tell me why you believe that is
t he case?

A Normal | y when you have new customers,
they're located in -- a lot of themare |located in
new territories where the Conpany does not already
have distribution main; and as a result, the Conpany
needs to extend its facilities out to serve the new
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customers.
Q Now, does Nicor need to augment its
delivery capacity as a design day send out gross?
A Can you restate that, please.
Q Yes. Does Nicor need to increase its

delivery capacity as design day send out gross?

A It needs to increase its total system
capacity.

Q And could you explain why that is the case?

A Nicor Gas is a utility. It has an

obligation to meet the rights and needs of our
customers and our customers normally have their
greatest use on what we call a peak day.

Q And, therefore, the system has to be built
and designed to acconmpdate that peak day; is that
correct ?

A Certainly.

Q Now, does Nicor need to expand its system
simply in response to growth and annual volumes
assum ng everything else remains constant?

A Assum ng the number of customers and their
| ocations remain constant, normally, we would not
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have to increase distribution.

Q Has Nicor been expanding the nunmber of
residential customers over the |last 10 years?

A Yes.

Q Has growth hel ped -- has this growth in

residential customers helped Nicor's profits?

MR. RATNASWAMY: "Il object to the formof the
guestion, including ambiguity as to whether it's
addressed to Nicor, Inc., or Nicor Gas.

MR. ROBERTSON: The utility, Nicor Gas.

THE W TNESS: The expansion of our facilities
has certainly increased our annual revenue but |
bel i eve our expenses and investnment have increased
substantially and have been part of the contributing
factor to this rate request.

BY MR. ROBERTSON:

Q Woul d anot her way to say that be that
you're not recovering a sufficient anmpount of revenue
from these new custonmers to cover the costs
associ ated with serving them?

A ' m not certain | would just say just with

new customers, but also with existing.
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Q Now, is the trend in residential customer

growt h expected to continue?

A In terms of number of customers?

Q Yes.

A Yes.

Q Now, if the Comm ssion in this case were to

approve a revenue allocation that for one reason or
anot her did not recover the full costs of serving
residential customers and Nicor continued to
experience growth in residential customers, what
woul d be the likely result in your opinion?

A The Conpany woul d nmost |ikely have to
request an increase.

Q Coul d you please -- do you have a copy of
I1C -- your response to ||l EC data request 1.01? Do

you have a copy of that data request now, M. Harms?

A Yes, | do.
Q And you are the witness who has prepared
the response to -- respond to questions regarding

this response?
A Yes.
Q Now, as | review the response, it | ooks
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|'i ke Nicor has been losing Rate 76, 77 and Rider 17
| oad since 1995; is that a fair reading of that data
response?

A Yes.

Q Now, with regard to Rider 17, what type of
load is typically on that rate?

A Rate 17 as we have here -- and which has
been denoted in our case mainly as individually
negoti ated contracts -- we have a Rate 17 that is
i ndi vidual 'y negotiated contracts associated with
anti-bypass, in other words, |arge customers that can
directly hook up to an interstate pipeline to bypass
our system. The Rate 19 are our contracts that we
have with | arge electric generation plants.

Q And the Rate 17 customers woul d be
typically I arge manufacturing industrial customers?

A Yes.

Q Now, Rate 77, what types of custonmers woul d
be primarily on Rate 777

A Rate 77 customers are very simlar to the
contract customers in that they are very | arge,

usual 'y manufacturing processing-type customers.
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Q And, finally, the types of custonmers that

are most |ikely to be on Rate 767
A Rate 76 customers in general are slightly
smal |l er than our Rate 77 customers. Again, a |lot of

that use is related to processing space heat, those
types of operations. They typically have a | oad
factor that is probably a little bit |ower than our
Rate 77 customers.

Q Now, is it correct that in 1995 the
Comm ssion first approved the average peak method for
Ni cor's -- use of Nicor's Cost of Service Study?

A That was approved officially, | believe, in
April of '96.

Q And prior to that time, the Conpany used
the coincident peak methodol ogy for allocation of
mains in its Cost of Service Study; is that correct?

A Yes, it is.

Q Now, if the Conm ssion in this case were to
approve a revenue allocation that for one reason or
another resulted in inordinately |l arge increases to
Rate 77 and Rate 76 customers, would you anticipate
or what -- would you anticipate the |oss of
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addi tional industrial |oads?

MR. FOSCO: Your Honor, could | object? The
word "inordinately | arge" seenms vague to nme. The
guestion is vague.

JUDGE BRODSKY: Sustai ned as to form

You may rephrase.
BY MR. ROBERTSON:

Q How about increase of 70 percent.

A | would think an increase of 70 percent
woul d cause some customers to revisit their
operations.

Q Of course, increases |larger than that m ght
al so produce the sane result?

A Yes.

Q Do you believe -- could the | oss of
addi tional industrial load lead to the necessity to
file additional rate cases?

A Yes.

Q Now, could you please turn to Nicor Gas
Exhi bit 32.0, your rebuttal testinmny Page 6. Now,
in this portion of your testimny, you discuss and
describe in greater detail the Conmpany's MDM St udy;
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I's that correct?

A Yes, | do.

Q And just to refresh the record and make
sure it's clear, what does the acronym MDM St udy
stand for?

A Modi fied distribution main.

Q Now, is the MDM met hodol ogy that you
explain here at this portion of your rebuttal
testimony the same MDM Study that was -- methodol ogy
t hat was approved in Docket 95-0129?

A Yes, it is.

Q And did the Staff of the Illinois Commerce
Conmm ssi on accept the use of the MDM met hodol ogy
descri bed here in Docket 95-01297?

MR. FOSCO:. Your Honor, objection. Foundation.
BY MR. ROBERTSON:

Q Have you reviewed the order in 95-0129?

A If that's the |ast rate case order, yes,

di d.

Q And were you a witness in that case?

A Yes, | was.

Q And you presented cost -- service testinony
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in that case?

A No, | did not.

Q Are you famliar with the position Staff
took in the case either based upon your participation
or your review of the order in Docket 95-0129?

A | amfamliar with Staff's position on both
of those points.

Q Now, did the Staff of the Illinois Conmerce
Conmm ssi on approve the NMDM met hodol ogy that you
descri be here in your testinmony in Docket 95-0129?

A Yes, they did.

Q Now, do you state, That the NMDM met hodol ogy
is an engi neering analysis that determ nes peak fl ows
for each distribution main in service and what
percentage of those peak flows is attributed to each
customer class; is that correct, at this location in
your testinmony?

A That is correct.

Q Now, so the study -- the MDM Study is an
empirical study; is that correct?

A Yes, it is.

Q Woul d you please briefly tell us why Nicor
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undertook this study in the first place?

A Nicor, in its Cost of Service Study,
bel i eves that cost should be assigned to those groups
of customers that cause the cost; and | ooking at each
i ndi vidual rate class to see what sizes of main are
needed to serve them and to serve their peak day, to
us, appeared to be a nmore accurate and a better
met hod of allocating main costs as opposed to just a
general allocator which would allocate anything from
a 2-inch main on up across all customer cl asses
regardl ess of the size of distribution main our
customers were attached to.

Q Now, do all ocation nmethods such as the
coi ncident peak nethod or the average and peak met hod
or any of the other methodol ogi es used for allocation
of mai ns among the various classes make any
di stinction -- strike that.

Do they distinguish between the
various -- the extent to which different size
customers use various size mains in the same manner
as the MDM Study?

A An average and peak or coincident peak
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met hod used by itself to allocate distribution main
woul d not do as accurate of a job as the NMDM woul d
do.

Q Now, is the MDM, as an enpirical study
combined to only a portion of the mains or does the
study encompass the entire system of mains for Nicor?

A The MDM Study that we produced is for
di stribution main only.

Q Now, woul d you refer to your Exhibit 32.1
of your rebuttal testinmony.

A | have that.

Q Now, does this exhibit represent the result
of the MDM Study?

A This is the result of the Conpany's MDM
St udy.

Q | notice that in the bottom right-hand
| ower corner of this exhibit the $1,381, 809, 000
represents what?

A The total distribution main.

Q Now, the distribution mains are included in
Account 376; is that correct?

A "' m not certain of the account but they are
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included in the accounts of the conpany.

Q Woul d you agree that distribution main
investment is a major item of Nicor Gas rate base?

A Yes.

Q Could it be the biggest component of the
rate base?

A Yes.

Q So woul d you agree or disagree that any
Cost of Service Study that m sallocated this portion
of the Nicor investment would be unreliable?

A It would be unreliable in terms of
al l ocating costs, yes.

Q Now, woul d you agree, based on the matrix
shown on Exhibit 32.1, that Rate 77 does not nmake use
of 2-inch mains?

A That is correct.

Q Woul d you agree that Rate 76 uses only a

tiny fraction of 2-inch mains, |less than 1 percent?

A Yes.
Q Woul d you agree that -- now, is one of the
reasons these customers are -- the primary reason

these customers are not served by 2-inch mains is
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that it would be uneconomc, if not physically

i mpossi ble t

o do so?

A You could serve these custonmers off of

2-inch mains if you had nultiple mains going to that

| ocati on; but,

for these custonmers, nost of them cannot take servi
of f of a 2-inch main.
Q Now, woul d you agree that there are

econom es of scale involved in serving these | arge

vol ume customers?

A Yes.

certainly, with the [ oad that we have

ce

Q And these econom es of scale would dictate

the use of the large mains to serve; is that correct?

A That's part

of it, yes.

Q Now, woul d you agree that Nicor

Exhibit 32.1 shows that 2-inch mains represent over

hal f of the

total investnment

for Nicor Gas?

A |t does.
Q Now,
Exhi bit 32,

page of your

could we go back to Page 7 of

your rebuttal testimony. Now, on this

rebutt al

testi mony you have a Table 1;

and distribution mai ns
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is that correct?

A Yes, | do.

Q And this table represents peak day fl ows;
is that correct?

A Yes. | presented here an exanple of three
customers and how their peak day flow usage m ght
occur.

Q And this is part of your explanation of how
the MDM St udy works?

A Yes.

Q And | understand that Table 2 at Page 8 of
Ni cor Exhibit 32 represents or turns these peak day
flows shown in Table 1 into allocation percentages
for each size main; is that correct?

A That's correct.

Q Now, are you aware that the Staff Wtness
Luth favors using average day flows in the allocation
process, not just peak day flows?

A " m not sure that the Staff witness uses
average day fl ows. He has changed the peak day
al l ocations from what the Conmpany has determ ned it
should be and that, in -- his results, then changed
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t he all ocation.

Q So |'m clear, are you suggesting,

M. Harms, that you're not exactly sure what the
Staff witness did?

A My understandi ng of what the Staff w tness
did with the MDM Study is that he nodified the anount
of peak day use by Rate 1, Rate 4 and Rate 17;
changed the peak day use to a different number and
then used that allocation for his own NMDM St udy.

Q Now, woul d you agree that the average and
peak method is really just a weighted average of a
peak day all ocator and an average day allocator?

A You can calculate it that way.

Q Now, if one knows the | oad factor of each
class, am 1 correct that the average day use of any
class is sinply -- can be determ ned sinply by the
product of its peak day usage times its |oad factor?

A The annual |oad factor for a class can be
multiplied by its peak day to come up with an
average -- average usage day.

Q Now, would it be -- could one devel op a
t abl e anal ogous to your Table 1 at Page 7 but with an
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average day use instead of a peak day use in each
cell?

A Yes.

Q And could one, then, take that table and
convert it into percentages as you did on Table 2 of
Page 8 of your testimony?

A Yes.

Q And if we did that, would it be possible to
take the wei ghted average of the percentages shown on
your Table 2 and the percentages that we devel oped by
converting the average day flows to percentages and
conme up with an alternative type of MDM Study based
on average demands?

A " m not sure | understand the question.

JUDGE BRODSKY: M. Robertson, if you want a
few m nutes, we could take that. We could use a few
m nut es break.

MR. ROBERTSON: That woul d be great.

JUDGE BRODSKY: Let's do that. Let's take
10 m nutes.

(Recess taken.)
BY MR. ROBERTSON:
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Q M. Harms, |I'd |ike to nmake sure that you
and | had a clear understanding of a question that |
asked previously. It is my understanding that the
Staff W tness Luth favors the use of the average and
peak met hod because he believes that one should
consi der average flows as well as peak day flows in
the allocation of distribution mains, do you agree
with that?

MR. FEELEY: "' m going to object to the
guesti on. He' s asking himhis opinion of M. Luth's
testi mony and, you know, if he has a question of what
M. Luth testified to, he can cross-exam ne him on
t hat .

JUDGE BRODSKY: Can you rephrase the question?

MR. ROBERTSON: Well, the witness response to
M. Luth's testimony is in his surrebuttal testimony
and | think I'"m-- since he's taking the opportunity
to do that, | think I"'mentitled to explore his
under standing of M. Luth's testinony but let me try
to rephrase.

BY MR. ROBERTSON:

Q Woul d you accept, subject to check, that
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M. Luth testifies that the A & Pis a blend of the
share that a class size demands adds to a peak day
and the share of use by each class size on an average
day at Pages 6 and 7 of Staff Exhibit 7.0?
A Subj ect to check.
Q And woul d that suggest to you that the
A & P Method may have been proposed by M. Luth here
because he believes that average day flows should be
considered in the allocation of mains?
A My understanding of Staff Wtness Luth's
position is that average day flows should be
consi dered.
MR. ROBERTSON: Now, | think I'"mon Cross
Exhi bit -- Exhibit 4.
(Wher eupon, I1EC Cross
Exhi bit No. 4 was
mar ked for identification
as of this date.)
BY MR. ROBERTSON:
Q l'd like to show you what |'ve asked the
reporter to mark as Il EC Cross Exhibit No. 4. Now,
the first page of this exhibit consists of three
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tabl es marked as Table 1, Table 1-A and Table 2. Is
Table 1 on this exhibit the equivalent of Table 1
shown on Page 7 of your rebuttal showi ng the usage
fl ow on peak day for your three hypothetical
customers taking service froma 2-inch, 4-inch and
8-inch main?

A Yes, it is.

Q Now, is Table 1-A a matrix simlar to the
matrix -- a format of a matrix in your Table 1 but
whi ch uses average day flows for the same three
hypot hetical custonmers in the same 2-inch, 4-inch and
8-inch main?

A It appears to be.

Q Now, is Table 2 on this page, a table that
shows information from Table 1 on this page as a
percent age of peak day usage by main size on the
2-inch, 4-inch, 8-inch mains for the same three
hypot heti cal custonmers?

A Yes, it is.

Q |s Table 2 on this exhibit equivalent to
your Table 2 in your rebuttal, Nicor Exhibit 32 at
Page 8?
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A Ot her than roundi ng, yes.

Q Now, would you go to the second page of
this exhibit. The first table along this page is
mar ked as Table 2-A. Now, is Table 2-A, which is
mar ked as the percentage of average day usage by main
size, does this show the average day usage for the
sanme three hypothetical customers for the 2-inch,
4-inch, 8-inch mains based on the assunptions about
their average day use shown in Table 1-A on the first
page of this exhibit?

A Yes.

Q Now, the next table, the second table on
the second page is entitled, Average and Peak Usage
By Main Size. Now, would you agree that this
represents the wei ghted average of the percentage of
peak day usage by main size shown on Table 2 and the
percentage of the average day usage by main size
shown on Table 2-A?

A Those flows are wei ghted by 50 percent of
each of those respectable tables.

Q Now, the |l ast table on Page 2 is entitled,
A & P allocation by main size; is that correct?
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A Yes.

Q Now, assum ng the investment in a 2-inch
mai n was $600 and the investment in a 4-inch main was
$100 and the investment in the 8-inch main was $300,
woul d you agree that this table illustrates the
al l ocation of main investment that would result if we
conbi ned the A & P Method and the MDM Study in the
manner suggested by the preceding tables?

A Yes, | woul d.

Q Now, is it your understanding -- finally on
Page 3 of this exhibit, there's a table which
illustrates -- would you agree that this table
provi des a hypothetical illustration of how Staff
W tness Luth attenpted to combine the A & P Met hod
and the MDM Study?

A The results in the box on the far right
woul d appear to be as to how M. Luth did that; but |
woul d note that M. Luth also changed the peak day
allocation at the same time. So his main allocation
is done in this fashion.

Q Okay. Now, does the -- would you agree
that this exhibit also illustrates the difference
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bet ween using the average and peak method for the NMDM
assi gnment and using a wei ghted average of the NDM
Study and a volume metric allocator?

A Both within the MDM Study?

Q Yes.

A Yes, it does.

Q Now, could you, referring to this exhibit,
tell me whether the dollar allocation to Customer C
under the average and peak version of the MDM Study
is $185? That's shown on Page 26 in the third table,
average and peak allocation by main size.

A The amount for Customer C under this
hypot heti cal met hodol ogy is 185.

Q And that is greater than the $150 you
derived for your hypothetical Customer C on Table 3
at Page 8 of Nicor Exhibit 32.0; is that correct?

A That is correct.

Q Now, referring to Il EC Exhibit 4, Page 3 of
3, would you agree that the dollar amount of main
invested allocated to Customer C under the Staff's
met hod i s $442?

A Wth this set of assunmptions, yes, | would.
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Q Now, woul d you al so agree that Customer C
both in your rebuttal testimony and in this exhibit
is shown to make use of only the 8-inch mains on the
systenf

A Yes.

Q And total ampunt of the cost of the 8-inch
mai ns for this customer is $300 on the exhibit, the
Cross Exhibit 47

A The total cost of 8-inch main for al
customers i s 300.

Q Now, is it logical to allocate $442..

A |'m sorry, is that a question?

Q | ' m t hinking about it. l'"mtrying to
phrase it into a proper question.

Woul d it be logical, in your opinion,
to allocate $442 of main costs to Customer C when the
total cost of mains is only $3007?

A No, it is not.

Q Now, woul d you agree that if a customer
does not use 2-inch mains on a peak day, the customer
does not use 2-inch mains on the average day?

A Yes, | woul d.
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Q Woul d you agree that a customer who does
not use 4-inch mains on the peak day does not use
2-inch mains on the average day -- |I'msorry, does

not use 4-inch mains on the average day?

A Yes, | woul d.
MR. ROBERTSON: Now, would you -- 1'd like to
move for the adm ssion of || EC Cross Exhibit 4.

MR. FEELEY: Obj ection. Foundation. This
cross exhibit really seens to be something that
shoul d be directed to M. Luth and proper foundation
hasn't been laid because he hasn't been
cross-examning M. Luth, he's been talking to
M. Harns.

MR. ROBERTSON: Wel |, your Honor, posing
hypot heticals to witnesses in these types of
proceedings is difficult and having an exhibit which
demonstrates the hypothetical and which is, in fact,
based on the hypothetical approach taken by the
witness in his own testinony is proper
cross-exam nation and the wi tness has accepted the
study and identified -- or the exhibit and identified
what it does and how it relates to what he did and |
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think it's proper cross and | think it's properly
admtted to illustrate the hypothetical questions
that were put to the witness.
JUDGE BRODSKY: The objection is overruled.
Are there any further objections?
(No response.)
Hearing none, then I1EC Exhibit 4 is
adm tted.
(Wher eupon, |IEC
Exhi bit No. 4 was
admtted into evidence as
of this date.)
BY MR. ROBERTSON:
Q Now, woul d you please turn to your rebutta
testimony, Nicor Exhibit 2, Page 40.
A Yes.
Q Now, there starting on Line 854 you refer

to the Staff adjustment relating to a 2 percent

storage withdrawal adjustnment; is that correct?
A That is correct.
Q | s that adjustment currently accommdated

in the I ost and unaccounted for gas factor?
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A For transportation customers it is.

Q And is the storage adjustment factor
approximtely $16.6 mllion?

A That is the value that the Conpany has
cal cul ated for that factor for the test year.

Q Now, when you wrote this section of your
rebuttal testimony, did you believe that the Staff
was proposing to switch the entire $16.6 mllion into
base rates?

A Yes, | was.

Q And is that why you stated that you would
need to adjust the SBS charge for that amount?

A That is correct.

Q And SBS stands for storage bal anci ng
service?

A St or age banki ng service.

Q St orage banking service, thank you.

However, if the entire $16.6 mllion
in base rates, there would have to be an adj ust ment
sonepl ace el se; is that correct?

A | f the entire amount goes in?

Q Yes.
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A There needs to be an adjustment made to the
cost of service studies.

Q Now, at the time you wrote your
surrebuttal, did you have a somewhat cl earer notion
of what Staff's position on this was?

A On surrebuttal, it was my understanding
that Staff was proposing -- | believe as | state in
my surrebuttal, Staff is proposing to assess the 2
percent storage wi thdrawal factor to sales custoners
through their base rates and continue to allow
transportation customers to conmpensate the Conmpany
for that through the last and | ost and unaccounted
for factor.

Q Now, would it be correct, based on your
current understandi ng, that whether the Conm ssion
accepts the Staff's position on the 2 percent issue
or whether it accepts Nicor's position, there should
be no i mpact on the SBS charge?

A | f those are the only two sel ections,
that's correct.

Q I n your surrebuttal testimony, Exhibit 44.2
you have presented the revenue requirement of four
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enmbedded costs of service studies. The first two of
which -- Colums B and C on that exhibit are | abel ed,
Ni cor; is that correct?

A Whi ch exhi bit was that, please?

Q 44, 2.
A Yes, that's correct.
Q Now, is it also correct -- which of the

four cost of service studies did Nicor use for
all ocation of the Nicor revenue requirement on this
exhi bit?

A The allocation of the revenue requirenment
that the Company is suggesting in its surrebuttal
testimony i s based upon Columm C, of course, with the
limting factor for residential customers.

Q Are you referring to Colum C on Page 1 or
Colum C on Page 27

A l'm sorry, my 44.2 only has Page 1.

Q Al right. Now, is the study that's shown
or illustrated in Colum B the allocation recommended
in your direct case?

A The one in Colum B was the Company's
enmbedded Cost of Service Study in our direct case.
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Our recomendation for revenue allocation to the
rates was based upon our marginal Cost of Service
St udy.

Q Al right. Now, did M. Heintz present
three embedded cost of service studies in this case,
one in direct, one in rebuttal and one in
surrebuttal ?

A M. Heintz supported one in direct which is
the one that | refer to here. My recol |l ection of the
rebuttal testimony was a nodification to correct some
of Staff's adjustnments in their version of the
enmbedded cost study which was in rebuttal.

| don't believe he was sponsoring that
as an appropriate Cost of Service Study but wanted to
simply show what Staff's model woul d have been with
t hose corrections. He did, in his surrebuttal,
sponsor the one that is shown here in Colum C.

Q Now, does Columm B -- Column B represents
the Cost of Service Study presented in direct
testimony; is that correct?

A In M. Heintz's direct testinony.

Q Now, am | correct that the revenue
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requi rement for Rate 77 under Columm B is $5, 482, 0007

A MIlion dollars.

Q MIllion dollars, excuse ne. So that would
be correct?

A 5,482,000, |I'"msorry, you're correct.

Q Now, woul d you agree that that is |less than
the current revenue of $5,528,000 produced by
Rate 77? And | refer you to your Exhibit 44.3, Page
1 of 2 Colum B, Line 10.

A That is correct.

Q So, would you agree that based on the Cost
of Service study shown in Colum B of your
Exhi bit 44.2, Rate 77 would ordinarily be entitled to
a decrease?

A Subj ect to review ng what the current
storage banking service selections are on that, I
woul d agree with that.

Q I n your surrebuttal testimony, Exhibit 44.0
on Page 12 you state that you are now proposing to
use the enbedded Cost of Service Study as a guide to
all ocation of the revenue requirenment in this case;
is that correct?
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A That is correct.

Q And is your proposed allocation of the
revenue requirenment shown on Exhibit 44.3, Page 27

A Yes, it is.

Q Now, as | understand it, this exhibit --
Colum D of this exhibit represents your proposed
all ocation; is that correct?

A It represents the Conmpany's proposed
all ocation including the two proposed adjustnments
that we had in our direct testimny on the
appropriate treatment of hub revenue and
uncol I ecti bl e expense

Q Now, this colum shows the increase to each
class, the objective is to bring each class a cost of
service; is that correct?

A Wth the exception of Rate 1, which we

limt the increase to.

Q Now, you are not proposing to --
MR. RATNASVWAMY: I|*"m sorry, M. Robertson,
because of various reasons, | couldn't hear which

colum the |l ast two questions pertained to.
MR. ROBERTSON: Col umn D.
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MR. RATNASWAMY: " m sorry, which?

MR. ROBERTSON: Of Exhibit 43.2 -- 44.3 excuse

MR. RATNASWAMY: Thank you.
BY MR. ROBERTSON:

Q That's the one you've been tal king about as
well; is that correct, M. Harns?

A Yes, it is.

Q Now, | think you've just indicated that the
Conpany is not proposing to spread the increase in
accordance with Colum D because there's a limtation
on the increase to the residential class; is that
correct?

A No. | believe that Columm D reflects the
Conpany's Iimting the residential class to a certain
increase and then spreading the increase over the
commerci al industrial rates.

Q Okay. What is shown in Colum E of
Exhi bit 44.3?

A Colum E is the resulting revenue
all ocation assum ng that the Conpany's proposal to
pass a portion of the uncollectible expense through
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the Rider 6 gas supply cost is denied.
Q So the -- at Line 1, Rate 1, the
55,670,000; is that a correct figure? Line 1,

Colum E, as an echo, for Rate 17

A |'m sorry, could you ask the question
agai n?
Q Yes. ' m | ooki ng at Page 2 of

Exhi bit 43.3, Line 1, Colum E and |'m aski ng what
that represents as conpared to Line 1, Colum D?

A Okay. Line 1 for the residential Rate 1 of
322 mllion is the current revenue. I f we | ook at
t he next colum, which is Colum C, there we see 378
mllion, that is the 55 mllion increase we are
proposi ng for residential custoners.

Q Okay.

A | f you go to the next one, which is
Colum D, which is 365 mllion, included in that 365
is the net adjustment for the hub revenue and for the
uncol | ecti bl e expense

Q | see where the discrepancy has cone. ' m
| ooki ng at Page 2, you're |ooking at Page 1?

A Yes.
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MR. ROBERTSON: Okay. May | approach the
wi t ness?

JUDGE BRODSKY: You may.

BY MR. ROBERTSON:

Q You're | ooking at Page 1 of 2 instead of
Page 2 of 2 of the exhibit, are you not?

A 1 of 2 on Exhibit 44.3.

Q Okay. | apol ogi ze, Mr. Harms. |'ve
confused you and nysel f. |*ve been referring to
Exhi bit 44.3, Page 2 of 2, Colum D is the proposed
i ncrease for each class if the objective was to bring
the class a cost of service; is that correct?

A Under this page; that is correct.

Q And Col umn E shows the proposed increase
for the classes based on Nicor's proposed allocation;
I's that correct?

A Correct.

Q And the residential class has been |imted
to a 56 -- roughly, a $56 mllion, a 72 percent of
total revenue increase; is that correct?

A Correct.

Q And this limtation -- this particular
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l[imtation is the only Ilimtation the Conpany has
identified moving all classes to cost of service; is
that correct?

A Subj ect to recovering the entire revenue

i ncrease, Yyes.

Q Now, you limt the Rate 1 increase in part
about -- was one of the reasons the residential class
Rate 1 was |limted a concern about noving rates and

costs on a gradual basis?

A Gradual i sm was one of our goals.

Q Do you know -- is the concept of gradualism
l[imted only to certain classes?

A Not necessarily.

Q Now, woul d you turn to your rebutta
testimony, Exhibit 32.0, Page 19, Line 3897

A Coul d you repeat that cite?

Q Exhi bit 32.0, Page 19, Line 389. And there
you state that Nicor prefers to limt, depending on
the size of the allowed increase, the amount of
increase to the residential customer class; is that
correct ?

A That is correct.
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Q And what did you mean by the phrase
"depending on the size of the increase"” in this part
of your testimony?

A My reference to the size of the increase is
more specifically to certain proposals to nmove cost
recovery out of what would currently be under the PGA
under the Company's Rider 6 gas supply cost and nove
that into base cost recovery.

Q Were you referring as well to the overall
increase authorized by the Comm ssion?

A | don't believe so. | think the Conpany's
position is that not one single rate |ast year
absorbed the entire increase.

Q Hypot hetically, if the Comm ssion were to
aut horize an increase of $1 million, would you stil
propose that the 72 percent limtation apply to the
increase to the residential class?

A If the rate increase was that small,

t hi nk practically speaking, you could put it in any
one of a nunber of classes.

Q | f one of the principles of rate design is
to base rates upon cost of service and the $1 mllion
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i ncrease was necessary in order to provide the
Company with the recovery of its full cost and

all ocation of more than 72 percent to a single class,
nmove all rates of cost of service, would the Conpany
take advantage and do that?

A If it were a proper cost of service, the
Conpany would do that.

Q Now, can we go back to Exhibit 44.3, Page 2
of 2. Now, referring to Columm D, as in dog, in that
exhibit, we've already noted that if Nicor were to
receive its full revenue request here, there would be
an increase necessary to the residential class of
approximately 76 mllion to move them to cost; is
that correct?

A ' m not sure | would categorize it as
moving themto cost. It would move them to the Cost
of Service Study as proposed under the average and
peak and using the MDM Study.

Q That woul d depend on the accuracy of the
study then?

A That woul d.

Q Al'l right. And the -- would you agree that
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the 76 mllion represents an increase of 23.5 percent
from current rates?

A Somewher e around that area.

Q Woul d you consider an increase of that size
to be excessive?

A No.

Q Woul d you agree or disagree that it was the
Conpany's position in the |ast case that the increase
aut horized by the Conm ssion in that case should be
spread anong the rate classes in a manner that would
bring rates to parity?

A It was the Conpany's position to bring it
to an equalized rate of return based upon the Cost of
Service Study accepted in that case.

MR. ROBERTSON: | have no further questions.

Thank you, M. Har ms.
CROSS- EXAM NATI ON
BY
MR. FEI N:

Q Good morning, M. Harns.

A Good norning.

Q David Fein on behalf of Constellation New
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Energy Gas Division, LLC

| f you could turn to your rebuttal
testi mony, Exhibit 32, beginning on Page 38.

And there you discuss the Conmpany's
storage banking service proposal from a rate design
perspective. Do you see that portion of your
testimony, M. Harms?

A Yes, | do.

Q And at -- specifically at Lines 814 to 815
and rejecting Dr. Rosenberg's proposed adjustment to
t he Conpany's nmethod in determ ning the SBS charge,
you state that the denom nator should be the amount
of gas actually anticipated to be cycled through
storage; is that a correct reading of your testimny?

A Yes, it is.

Q And the Conpany's proposed change to the
SBS charge is derived using a denom nator of 120 BCF;
is that correct?

A Yes, it is.

Q And that 120 BCF is a forecasted nunber; is
that correct?

A Yes, it is.
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Q And it's a forecasted number for the amount
of gases that the Conpany anticipates that it wll
cycle through storage?

A Yes.

Q And you also state that it makes little
sense to use a number, which | assume you mean as the
denom nator, that has never been cycled through
storage at Lines 815 to 816; is that correct?

A Yes, it is.

Q Now, isn't it correct to say that during
the Conpany's recent history of cycling storage, the
amount of gas actually cycled annually represents a
nunmber greater than the 120 BCF that's being proposed
in this case?

A | don't know that.

Q So when you testify here regarding the
denom nator, it is not based upon your know edge of
what the Conpany has done historically; is that
correct?

A That's correct. It's based upon the
esti mat ed nunber given, that's what the Conpany
anticipates to cycle for the test year.
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Q And when you testified here on this topic,
again just so the record is clear, you are not
testifying based upon your know edge of the Company's
past history with respect to the amount of gas that
it cycles on an annual basis?

A That's correct. I"mtestifying here based
upon the consistency between what the Conpany is
offering to the transportation custonmers versus how
t hat charge should be determ ned.

Q Have you reviewed a copy of -- | believe
what has been previously admtted into the record as
1 EC Exhibit 3.0, the Conpany's response to a data
request No. 4.09?

A | don't know.

Q If I showed you a copy of that, would that
refresh your recollection?

A It m ght help. | have that.

Q And, Mr. Harns, is it correct that on IIEC
Exhi bit 3.0, the actual amount of gas cycled during a
12-month injection withdrawal period for the Conpany
exceeded the 120 BCF that is being proposed in this
case basically from the period depicted there,
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beli eve, 1995 through 20047

A Coul d you restate the question, please?

Q Sure. The information shown on I1EC
Exhi bit 3.0 shows that the amount of BCF cycled on an
annual basis for the period 1995 t hrough 2004 shows a
figure greater than the 120 BCF that's being proposed
in this case?

A What this document shows is the
coi ncidental maxi mumtop gas and the coincidental
m ni mal top gas. The difference between those two in
1995 was approxi mately 107 BCF, 114 BCF in '96, 119

BCF in "97. Am1 |ooking at the right docunment?

Q Yes.

A | don't see where it's cycled nore than 120
unl ess you can point me to a specific year that |I'm
m SsSi ng.

MR. FEI N: Yep. May | have a nmoment, your
Honor ?

JUDGE BRODSKY: That's fine.
BY MR. FEI N:

Q Let me ask you anot her question, M. Harns.
At Lines 818 to 820 of your rebuttal testinony you
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state that Dr. Rosenberg's proposal would produce an
under recovery of storage costs fromtransportation
custonmers because their storage capacity available is
bot h based and priced on 120 BCF; do you see that?

A Yes, | do.

Q And when you reference base and priced on
120 BCF, am | correct that you're referring to the
Conpany's proposal in this proceeding and not the
current SBS provisions?

A The current SBS provisions were established
in the "95, '96 rate case. The pricing here is based
upon what is proposed in this case.

Q And the under recovery that you referenced
here, would you agree that that would not occur if
t he adjustnment proposed by Dr. Rosenberg were

approved by the Comm ssion?

A Coul d you restate that question, please?

Q Sure. At these lines of your testimny you
refer -- you state that Dr. Rosenberg's proposal
woul d automatically insure an under recovery. |If the

addi ti onal adjustments that are proposed by
Dr. Rosenberg were approved by the Conmm ssion, you
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woul d not be suggesting that the Company would under

recover; is that correct?
A My line here states, The under recovery of
storage costs fromtransportation custonmers, |I'm

assum ng to what ever portion the transportation
customers were able to avoid, that would be passed
onto some other rate class. And, so, in total, the
revenue recovery that the Company would get would be
the same, it's simply a matter of who pays for it.

Q In the storage capacity that's available to
transportation customers under SBS is currently 26
times the customer's MDCQ; is that correct?

A That is correct.

Q And the 26 times MDCQ is not based and
priced on 120 BCF; is that correct?

A That was based upon pricing in the | ast
case.

Q l'd like to better understand the Company's
proposal for cycling through storage that you discuss
here in your testinony and | want to get a better
under st andi ng of what m ght occur to that proposal
regarding a hypothetical, so |I'mgoing to ask you a
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coupl e exanples if you could to help me wal k through,
to see that | understand this.
Now, you woul d agree that in the

wi nt er season, storage is drawn down by some amount,

some figure under the Company's proposal; is that
correct?
A The Conpany operates storage such as it

wi t hdraws during the wi nter heating season, correct.

Q And | want to specifically understand what
t he Conpany woul d consi der a storage withdrawal under
the proposals here, so let me walk through a little
exanpl e. | f, on November 1st, in storage there was
200 BCF and then on March 31st, there was 100 BCF,
how much gas would be in the storage -- how much gas
woul d have been cycled during that period of time?

A It depends on the physical activity that
occurs between that time with injections and
wi t hdr awal s.

Q Meani ng, if there's additional injections
bet ween that time period?

A Yes.

Q Let's assume there were no other injections
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after November 1st in that hypothetical.

A The Conpany woul d have wi thdrawn 100 BCF

Q And, simlarly, if on Novenber 1st there
was 200 BCF in storage and that between Novenber 1st
and March 31st, the 15 -- the 50 BCF was injected
into storage on March 31st, what would be the anount
of storage withdrawn in that example? Let me restate
that. That wasn't clear.

The second exanmple would be: On

Novenmber 1st there's 200 BCF in storage. Storage is
injected between November 1st and January 31st, for
exampl e, an additional 50 BCF. Then on March 31st,
100 BCF is withdrawn, what would be the total amount
of storage withdrawn in that exampl e?

A l'"m sorry, | didn't followit. Could you
give it to me one nore time?

Q Sur e. Novenber 1st, there's 200 BCF in
st orage. Bet ween November 1 and January 31, an
additional 50 BCF is injected into storage.

A So we're up to 2507

Q Correct. And then on March 31st, 100 BCF
IS withdrawn.
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A And so we're now at 1507
Q That's ny question to you. Wuld that be a
correct calculation of what is remaining in storage

on March 31st, 150 BCF under that exampl e?

A G ven all other things equal, yes.
Q During last Friday's testimny -- and |
bel i eve you were present -- M. Bartlett was asked if

he knew if transporter storage was fully subscribed
in the years 2004 and 2005. Do you remember that
testi mony, that question?

A | remember somet hi ng about storage for
2005.

Q And he was asked specifically: Did
transporters receive the full amount of storage that
they requested? And M. Bartlett indicated that he
was unsure but believed it was not fully subscribed
but was unable to say who or what other wi tness of
t he Conpany m ght be able to answer that question.
Do you know t he answer to that question?

A | know the answer for 2005.

Q And what woul d that answer be?

It is fully subscribed.
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MR. FEIN: At this point, can | ask an
on-the-record data request for the answer to that
guestion and I'lI|l rephrase it for the record for
2004, which would be: Ws transporter storage fully
subscri bed in the year 2004 and 2005? And if so,
pl ease provide a detailed answer depicting the
vol umes that have been subscribed for those years.

JUDGE BRODSKY: Very wel | .

BY MR. FEIN:

Q Let me ask you just one follow-up question
on that I|ine. If you assume that transporters did
not receive all of their storage requests indicating
this transportation storage was fully subscribed, in
t hat event, could the Conpany allocate a portion of
the storage to the hub?

A | believe M. Bartlett's testi nony
addressed that in that you could allocate what was
anticipated to be unused.

Q | f you could please now turn to your
Exhibit 27 B, as in boy, Lines 328 and 329. And | et
me know when you're there.

A 27 B, what page, please?
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Q It will be Page 15 on Lines 328 and 329.
Yes, | have that.

Q And there you state that expandi ng groups
to larger than 50 accounts would increase the
potential billing errors for the group, increase
adm nistrative costs and potentially result in nmore
confusi on. Do you see that reference in your
testi mony?

A | do.

Q Now, you have not submtted, as part of
your testinony in this case, any study or analysis to
support that statenment that appears on those |ines;
is that correct?

A The only study that | have submtted is the
support of the account charge based upon the current
50 accounts.

Q Ri ght. But again, just so the record is
clear, you have not submtted any formal study or
analysis to support your statement that expanding the
group would increase the potential of billing errors;
for exanple?

A Well, | think it's logical, but, no, | have
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not performed any study --

MR. FEI N: Move to strike the answer as
nonresponsi ve. It's a sinmple yes/ no answer to
whet her you provided a study or an analysis to
support the witness' assertion in testinony.

JUDGE BRODSKY: Pl ease answer the question yes
or no.

THE W TNESS: No.

BY MR. FEIN:

Q Simlarly, M. Harms, you have not provided
to the Comm ssion any formal study or analysis to
support your assertion that expanding the group to
| arger than 50 accounts would result in more
confusion; is that correct?

A | have performed no study.

Q Now, at Line 320 on this same page of your
testimony you indicate that the Conpany bills al
customers within a group at the same time. Do you
see that reference at the top of the page?

A Li ne 3207

Q Yes.

Yes, | do.
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Q And in referring back to -- below, | should
say, at Lines 327 and 328, you conclude that groups
| arger than 50 accounts, again, would increase the
potential of billing errors to the group. Now,
woul dn't you agree that if a group was allowed to
have more than 50 accounts, the total nunber of
groups adm ni strated by the Conpany woul d decrease?

A Assumi ng that the total amount of customers
stayed the same and the total number of groups would
not change because of that -- I'msorry, that certain
ot her groups wouldn't be split into sonmething
smal | er, assum ng everything el se equal, then, yes,
it woul d.

Q And assum ng everything el se equal with
fewer groups for Nicor to adm nister, wouldn't you

agree that that woul d reduce the potential for

billing errors?
A No.
Q Now, if you could turn to your surrebutta

testimony, Lines 904 and 905, |let me know when you're
t here.

A | have that.
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Q You indicate there that there is -- and I
guot e, Considerable work and expense that the Conpany
incurs to provide this service and then the sentence
goes on. There you're referring to Rider 13 and
service; is that correct?

A Servicing groups under Rider 13.

Q Can | assune the Conpany charges custonmers
for Rider 13 service?

A Yes. Based upon 50 customers per pool.

Q And is it your testinony that the Company's
cost would not be reduced if there are fewer nunber
of groups to adm ni ster through Rider 13?

A Some costs would be reduced and some woul d
i ncrease.

Q And specifically with respect to
Constell ati on New Energy Wtness Oroni's
recommendati on, you have not provided any specific
cost study or analysis that you' ve submtted in this
proceedi ng, have you?

A | have submtted a cost anal ysis.

Q But not specifically based upon Mr. Oroni's
testimony; is that correct?
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A Not based upon changing froma 50 customer
per pool.

Q At the bottom of Page 40 of your
surrebuttal testimony and carrying over to Page 41
you indicate that in your opinion, Mst billing
errors are caused by mechanical or telephone |ine
mal functi ons that are beyond the Conpany's control.
Do you see that?

A Yes, | do.

Q s that testimony based upon your years of
experience with the Conmpany?

A Many years of experience.

Q Specifically, you have not provided any
sort of study or analysis regarding this opinion
testi mony you provide here; is that correct?

A | have not provided any analysis other than
to review that the -- that the customers in these
groups are daily metered customers, which use
mechani cal, electrical and tel ephone |ines.

Q And as part of your testimony here, you
have not provided the Comm ssion with any specific

study or analysis that elimnated any cap of
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50 accounts would increase billing error delays that
mechanically, electrically or telephonically are
going to occur as a result of M. Oroni's proposal in
this case; is that correct?

A Ot her than here indicating that increasing
the size will increase the del ays because you have
more accounts to deal with.

Q But, again, you've provided the Conmm ssion
with no study or analysis of how that would i mpact
Ni cor specifically, this is just your opinion here,
there's no study or formal analysis of the additional
i nes and any other nechanical or electrical needs
that would occur as a result of this proposal; is
that correct?

A That is based on nmy experience and Company
knowl edge.

Q Now, at Lines 916 through 924, you address
CNE W tness Oroni's proposal for so-called super
groups; is that correct?

A Yes.

Q And do you understand that the concept of a
super group is that each of the individual groups
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within the same super group must be under conmon
managenment ?

A Yes, | do.

Q And that is managed by the same supplier?

A Yes, | do.

Q And you understand that M. Oroni is not
proposi ng that the bal ancing of groups woul d not
occur between groups managed by different suppliers?

A | believe that M. Oroni's proposal is that
you woul d take all of the groups under one supplier
and bal ance at that |evel.

Q You woul d agree, would you not, that the
incentives that exist to suppliers for bal ancing
i ndi vi dual groups would |ikewi se apply to a supplier
managi ng more than one group under a super pool ?

A Coul d you say that again?

Q Sure. You would agree, would you not, that
the incentives that exist to require suppliers the to
bal ance i ndividual groups would also apply to a
supplier in managing more than one group under a
super pool ?

A I f I understand your question correctly, if
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the incentive remains at 90 percent full and 10
percent full based upon the heating season,

90 percent at the beginning and 10 percent at the end
or less, if those were applied to super groups, then
the incentive's the same.

Q Would it be fair to say that the Conmpany
opposes super pools because bal ancing for individual
groups will cause suppliers to err on the side of
surpassing the Conmpany's thresholds rather than just
meeting thenf

A | think the Company's proposal is -- of the
90 percent and the 10 percent is based on the
exi sting group structure that we have. | believe
M. Bartlett testified the Conpany's preference is to
have 100 percent and zero. To the extent that we are
going to blend groups into super groups, | would
suspect M. Bartlett would want a higher target under
t hose scenari os.

Q Woul d you agree that it's easier to manage
a single, large group of customers to a target than
each and every individual customer to a target?

A Yes. And | believe that's why M. Bartlett

719



10

11

12

13

14

15

16

17

18

19

20

21

22

woul d then propose something higher to what the
Company really would |like, 100 percent and zero
percent .

Q Then woul dn't you agree that super pooling
woul d aid in increasing the odds that a supplier
woul d shoot for a target beyond the stated target
| evel in order to avoid a penalty?

A What's the target |evel

Q Somet hi ng hi gher than 90 percent.

A "' m not certain which total would be
better.

Q Are you famliar with Natural Gas Pipeline
Conpany's DSS tariffs?

A Just in the nost general sense.

Q Are you fam liar or would you accept
subj ect to check that NGPL's DSS storage tariffs
allow a supplier to hit the fall target |evel on any
one day between Oct ober 15th and November 15th?

A 11 accept it sub to check.

Q At Lines 925 through 944, basically, of
your surrebuttal testimny you address Constell ation
New Energy Wtness Oroni's proposal to allow a
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transportation customer to sell gas and storage to
ot her transportation customers. Do you see that
portion of your testimony?

A Yes, | do.

Q And do you understand that proposal to mean
selling gas from the transportati on customer's
storage account, in other words, transferring storage
gas that's already assigned to that particular
customer ?

A | understand M. Oroni's proposal to be the
gas and storage for a particular transportation
customer could be transferred to the storage of
anot her transportation custonmer and assigned in that
manner .

Q And do you agree that this proposal could
facilitate the ability of customers to conply with
t he Conpany's goals to cycle storage?

A It hel ps customers comply but it does not
hel p meet the Company's goals.

Q So it would help customers but not the
Conpany; is that --

A It would not help --

721



10

11

12

13

14

15

16

17

18

19

20

21

22

Q -- a summation of the opposition to that
recommendati on?

A Oh, no. | lay out in here my other issues
that | have with it.

Q So you don't believe it would help the

Conpany at all in meeting those proposed target
| evel s?
A That's correct.

Q And | believe you indicated Lines 939 and

940 that -- strike that.
Isn'"t it correct, M. Harnms, that the

Company was presented with the same proposal or
reviewed the same proposal during the |ast rate case?

A | believe there was a sim |l ar proposal to
sell storage among customers in the |last rate case.

Q And in that last rate case, was the Conmpany
proposing cycle requirenments for customers and
rel ated target levels to conmpanies for nonconpliance?

A Noncompl i ance with certain target |evels.
There were no target | evels other than they had to
stay within the storage capacity that they sel ected.

Q And woul d you agree that providing
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transportation customers greater flexibility and
reduci ng gas in storage, it would provide these
customers with the necessary tool or a hel pful tool

for compliance with the Conpany's proposal?

A Selling storage, again, would help the
custonmer. It does not help achieve the Conpany's
goal s.

MR. FEIN: Could | ask the last portion of the
answer be stricken? | didn't ask about the Conmpany's
goal s. | asked about the custonmers meeting their
proposed targets in this case. It wasn't -- the

Company's goals didn't appear in my question. He
tried to answer that two or three times here.

JUDGE ARI DAS: Could we have the question read
back?

(Record read as requested.)

JUDGE ARI DAS: Overrul ed.

BY MR. FEIN:

Q M. Harms, would you agree that in Iight of
the cycling requirements and target |evels proposed
in this proceeding by the Company, that the value of
a custonmer's storage account suffers an overall
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decrease?

A ' m not sure | would agree with that.

Q Now, isn't it correct that under the
Conpany's current tariff, a transportation customer
can sell gas withdrawn fromthe custonmer's storage
account to another end user within the customer's
group?

A Can you refer me to a specific tariff? 1I'm
unawar e of that

Q You' re unaware of that, okay.

And at Lines 937 and 38 where you
reference or you assert that M. Oroni's proposa
woul d result in increased cost, again, as part of
your surrebuttal testimony here, you did not provide
the Conpany with -- strike that.

You did not provide the Conm ssion
with any formal study or analysis of the specific
increase costs that would occur; is that correct?

A That is correct.

Q And woul d you also agree that nowhere in
M. Oroni's testinony does he suggest that
transportation customers should not pay for such a
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service if the Conpany were to offer it?

A ' m not certain if he addresses it in his
testimony as | sit here.

Q s it correct that the Conmpany all ows a
supplier to transfer storage volumes when a customer
changes fromthat supplier to another supplier?

A When a customer nmoves froma group that is
controlled by one supplier to a group that is
controlled by another supplier, that initial supplier
can designate, if they so desire, an anount of gas to
be transferred with that Company to the other group

Q And isn't it also correct that the Conpany
currently allows transporters to sell excess storage

vol umes when facing a penalty situation at nmonth's

end?

A The Company's current transportation
tariffs -- and are consistent with those proposed in
this case -- allow for a daily reg transportation

customer to sell storage that they are in excess of
their storage bal ancing service once they have been
assessed that penalty.

Q And in order to take advantage of that
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service, those customers need a certain type of
metering, | assume?

A | would have to review the tariffs but
believe it applies to the daily reg transportation
customers.

Q So if you are a daily reg transportation
customer, you presumably have the Company -- the

Conpany has the technology in place to allow that

customer to sell excess storage at month's end?
A | wouldn't say that we have the technol ogy
in place. |It's a realization of the fact that a

daily reg custonmer, if you're in excess storage at
mont h end, you could be assessed a penalty in two
months. As a way to limt that, the Conpany does an
adm ni strative adjustment to make sure that that
second month does not happen.

Q And isn't it correct that with regard --
stri ke that.

Isn't it correct that any costs

incurred by the Conmpany that allows a supplier to
transfer such storage balances is currently recovered

t hrough base rates?
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A The Conpany has a separate charge for

Q And that's a line item charge that would

appear on a customer bill?

A Yes, it woul d.

MR. FEI N: No further

JUDGE BRODSKY:

You may.

MS. DOSS: Your

guesti ons. | don't
15 m nutes.
MR. MOORE: I

JUDGE BRODSKY:

gquestions.

t hat .

Are you ready to proceed next?

know i

have a

Honor, Cook County had a few

f you wanted -- about 10 or

hal f -hour .

Let's proceed with Dom nion,

then, and try to keep this relatively organi zed.

CROSS- EXAM NATI ON

BY

MR. MOORE

Q Good nmorning, M.

with Dom ni on Retail.

A Good morni ng.

Q If I could call

surrebuttal testinmny, Pag

i ndi cate there that

Ni cor

Har ms. St ephen Moore

your attention to your
e 36, Line 815. You

only uses the account
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number and the meter number to verify the customer is

authorized to switch to Customer Select; is that
correct?

A From sal es to Customer Select, that is
correct.

Q And you indicate on Line 818 that it is not
practical to use a customer name or address because
of m sspellings, spouse name, punctuation differences

that could lead to a rejection; is that correct?

A That's correct.
Q Now, are these spouse names, punctuation
differences -- put it this way: Is the customer nanme

and address in the database?

A We have a customer name and address i n our
dat abase.
Q Now, do you happen to know what kind of

fields does that have? Does it have a field for the
first name, mddle initial, |ast name?

A | don't know that.

Q And do you know if it would be possible to
use just the last name to verify that when a custonmer
account comes in, that it is a proper request?
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A Again, with the m sspellings and et cetera,
I would assume not; but | can't say that it would be.

Q M. Crist had recommended in his testinony
that Nicor provide the Customer Select providers with
a customer list. Do you know if the provision of
such a list would give Customer Select providers the
same dat abase that Nicor has in terms of correct
spellings, spouse nanes, et cetera, that you use to
verify Customer Select sign ups?

A | f the Conpany were required to give that
customer list out, | would expect that it could be
given in a format that would match what we have on
our billing system

Q Now, it's ny understanding that the current
sign up procedure of Customer Select requires the
supplier to submt name, address, telephone number,
contact person, Nicor Gas account nunber, the meter
nunmber and, perhaps, even the tax identification
number or a Social Security number. Those are asked
or optional; is that correct?

A | believe that's what the tariff says.

Q Now, woul d you agree that nmost custonmers
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woul d need to obtain the account nunber and the meter
number off of their bill and/or meter, they don't
have it off the top of their head?

A The account number and meter nunmber both
appear on their bill.

Q Now, is the account nunber a public nunber?
Can you get that wi thout having a bill? 1Is that
publicly avail abl e?

A No, it is not.

Q So would it be safe to say that if a
Customer Sel ect supplier provided Nicor with an
application containing the customer's name, address,
phone number and the Nicor Gas account number, they
woul d have had to have obtained that fromthe
customer; correct?

A Again, if we are assum ng that the only
thing that Nicor Gas would check is the account
nunmber, that nmay not be necessarily so.

Q But if the account nunber is not publicly
avai l abl e, how else would they get it other than the
customer ?

A Well, the account nunmber -- there is a
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sequence to the account numbers and given that a
supplier would have a customer with a given account
number and that customer would move and a new one
woul d replace that customer, you could deduce what
t he next account number woul d be.

Q l'"m sorry, you said there was a sequence,
you mean by a residential address or just by when
someone noves out of a place, the next one is going
to have a sequential nunber?

A A very close nunber.

Q So it's only when a customer noves that the
next customer will have a sim |l ar nunmber?

A Correct.

Q But other than that, a Customer Sel ect
provider is not going to be able to figure out
wal ki ng down a street what a customer's number woul d
be?

A Wal ki ng down a street, that would be a true
st at ement.

Q Now, Nicor has -- |let me back up a second.
If a Customer Sel ect provider provides Nicor with a
customer for sign up, when, in fact, that custonmer
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did not want to be signed up for Custoner Select,
that would be slamm ng, is that a termused in this
i ndustry?

A That's a termused in the choice industry.

Q And does Nicor have penalties for slanm ng?

A | don't believe so.

Q Does the Illinois Commerce Conmm ssion have
any penalties for slamm ng?

A | don't know that.

Q Does Ni cor have any procedures for
identifying slamm ng?

A To date, the only procedure we have i s when
a custoner calls and conmplains and they say they did
not sign up with that supplier. W contact the
supplier and ask for verification and quite often, we
find that the suppliers are correct.

Q That there was a sign up?

A There was a sign up.

Q Do you have any idea what kind of nunbers
you have per year from slanmm ng? How many custonmers
have -- the supplier was not able to verify that
there was a sign up?
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A Customers -- I'msorry, suppliers have
al ways been able to give us a verification.

Q So zero?

A Under the current process, that is correct.

MR. MOORE: May | approach the witness?

JUDGE BRODSKY: You may.

(Wher eupon, DR
Exhi bit No. 3 was
mar ked for identification
as of this date.)
BY MR. MOORE:

Q M. Harms, |'ve presented to you what's
been marked for identification as DRI Exhibit 3 and
this is a copy of DRI data request 4.12 discussing
customer conpl aint data dated -- attached to this,

t he exhibit provides data for 2004 showi ng invalid
Customer Sel ect enroll ments due to incorrect account
number or incorrect meter number; is that correct?

A Yes, it is.

Q Now, it's ny understanding that the second
colum of nunbers on Page 2 of this exhibit show the

invalid meter nunbers that only occurred when there
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was a valid account number; is that correct?

A That is correct.
Q And, so, the total of the 2004 -- there
were 2,423 customers who gave, | assume, correct

address, phone number, name and a valid account
number, but they were rejected because they didn't
have the correct nmeter number; is that correct?

A | don't know about all the other factors
they may have submtted, but they did have a valid
account nunber.

Q But they were rejected because of an
invalid nmeter nunber; correct?

A That is correct.

Q Now, again, still with your surrebutta
testi mony, Page 37, Line 826 you indicate that 2,400
customers are rejected in 2004 for having incorrect
met er nunbers after passing the test for account
nunmber and then you said that's 2,400 potenti al
conpl aints that were prevented. What would the
nature of the conplaint be?

A The nature of the conplaint could have been
that they were not -- they were not solicited and
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didn't want to sign up for Customer Select.

Q But the provider already gave to Nicor the
customer account nunber which is not publicly
avail abl e and gave themthe correct, we hope, the one
that we think, the phone nunber address and name, so
the only reason they were rejected was the account
number, correct -- meter number, |I'm sorry, according
to Exhibit 37

A Again, we do not check the name, the phone
number, all of the address, et cetera. The only
thing that we ook at on the file is a match with the
account nunber and it is possible to submt an
account number by chance that would match. And so,
the second thing that we check is the meter nunber
and there were 2,400 customers where a correct
account nunber or a valid account nunmber was
subm tted but an invalid meter number to go with that
account .

Q And you indicated earlier that in all of
t he checking Nicor has done, there has not been a
single incident so far of slamm ng?

A That's ny opinion.
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Q On Page 33 of your surrebuttal testinmony,
Line 738 you indicated, That the existing
adm ni strative charges for Custoner Select were based
on a forecast of 500,000 Custonmer Select customers by
2005; is that correct?

A Yes.

Q Do you know how that nunber was forecasted?
What the met hodol ogy was?

A | believe the methodol ogy was laid out in
that case. | don't have that with ne.

Q And currently, there are only 2000 --
230, 000 Customer Sel ect customers; is that correct?

A Whi ch have forecasted approximtely 230, 000

at the end of the test year.

Q I'd like to call your attention to

Exhi bit 17.7, the annual bill conparison for Rate 16.
A | have that.
Q The second set of nunbers, base rates and

gas supply costs, what's the source of the gas supply
costs shown there? |Is that a forecasted nunber?

A If you're referring to the section there
begi nning with Line 14 through 28 --
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Q Yes.

A -- that would be -- proposed is based upon
the test year estimte.

Q Do you know how those gas supply costs
conpare with historic gas supply costs? Do you know
what the trend has been the | ast few years?

MR. RATNASWAMY: |"mgoing to object to the
conmpound questi on.

MR. MOORE: That's fine. "1l skip the first
guestion.

BY MR. MOORE:

Q Do you know what -- the second question --
do you know what the trend has been in ternms of gas
costs over the past few years?

A Begi nning wi th what year?

Q We' || say since 2000

A My recollection is the 2000 was fairly
expensive and then it dipped and then it's back up
the | ast coupl e of years.

Q Has 2004 been greater than 2003?

A | don't know that.

Q Now, Line 13 of this exhibit shows therm
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use for residential customers of 1,186. Is that the
Company's estimate of an average residenti al
customer ?

A This is for an average space heat custoner,
residential space heat.

Q Now, going down to Line 13, the current
base rate for the average residential customer then
woul d be $175.47; is that correct?

A Correct.

Q And then going down the Line 28, the gas
supply cost for that customer would be $748.96; is

that correct?

A Based upon the forecast, yes.
Q Now, the Conpany has proposed to renmove
the -- it has a proposal for uncollectibles, it takes

away from Custonmer Select customer's responsibility
for the collectibles of the sales customers; is that
correct?

A For the commodity portion relating to gas
supply cost.

Q Now, woul d the comodity portion be
equi val ent to the gas supply costs shown here on
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Exhibit 17.77

A ' m not sure | can answer that it's
directly equivalent. The uncollectible that is being
proposed i s based upon gas costs but |I'm not sure

it's the same forecast that we have here.

Q Putting aside the forecast of the gas cost
itself on a per thermbasis, are there any other
charges besides -- assumng -- |let me back up, strike
t hat .

Assum ng that the cost of gas on a per
therm basis is the sanme, is the gas supply cost shown
here equivalent to the commodity cost that is
i ncluded in your proposal for the uncollectibles?

A " m not sure | understand the question.

Q Are the charges the same? Are there any
ot her charges involved when you consider the
commodity costs of a customer's bill?

A | f I understand correctly, if, for exanple,
we were to charge off this customer under our
proposal and we knew exactly what cost was for the
gas supply cost of the $748, that would be the piece

t hat woul d get passed back through the Company's gas
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supply cost charge

Q The cal cul ation of the 66.6 percent
al l ocation of the uncollectibles, how is that
det erm ned?

A | believe that was discussed in
M. O Connor's testinony

Q Do you know?

A I n general. There was a sanple taken of
residential and nonresidential customers and a review
of each of those charged off accounts was made to
determ ne which was the gas supply cost and what was
ot her.

Q Do you know what period of time that study
was conducted over?

A | don't recall that.

Q Are you famliar with the aggregator
bal anci ng service charge?

A Yes.

Q And the Customer Sel ect bal ancing charge?

A Which is the equival ent, yes.

Q Now, these charges are designed to cover
the costs associated with upstream assets of pipeline
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capacity and storage; is that correct?
A Wth a portion of it.
' m sorry?
Wth a portion of the upstream capacity.

And which portion would that be?

> O » O

The portion that the Conpany uses for
bal anci ng servi ces.

Q Now, is there any way to determ ne how much
a sales customer pays for these upstream assets and
how t hose costs are recovered from thenf

A | f that mathematical cal cul ation can be
done.

Q | s that included in the noncomodity demand
charge for sales customer's portion of their bill?

A It's the noncommodity gas charge

Q Woul d that be simlar to the Custonmer
Sel ect bal anci ng charge?

A Well, that is a larger anmount than the
Cust omer Sel ect bal anci ng charge.

Q But the cost that would be included in the
noncomodity gas charge would be simlar to the costs
included in the Custonmer Select bal ancing charge?
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A Yes. It's the same assets spread over the
same thernms, yes.

MR. MOORE: May | approach the witness?

JUDGE BRODSKY: You may.
BY MR. MOORE:

Q l'd like to show you the binder entitled,

The Ni cor Custoner Select Supplier Information

Manual. Did you have a role in -- are you famliar
with this?

A | have seen it.

Q l'd |ike you to read the highlighted

portion there.

A |*ve read it.
Q Now, under the caption, Disadvantages of
Customer Select. Is it true that Nicor has informed

Customer Sel ect providers and | quote, Under the
provi sions of Customer Select, Nicor Gas infornms its
supplier of how much gas to deliver to the system
each day for the entire group of customers, period.
The ampunt of gas delivered includes either a portion
of gas to be placed into Nicor Gas storage or

reflects a withdrawal of gas from Nicor Gas storage,

742



10

11

12

13

14

15

16

17

18

19

20

21

22

peri od. Under Custonmer Select, Nicor Gas, paren, not
the supplier, end paren, manages a storage that has
been allocated to the customer, period. It is to be
consi dered when determ ning whether to switch a
transportation customer to Customer Select. |Is that

true? Is it true that Nicor Gas has put that into

their Customer Select information -- supplier manual ?
MR. RATNASWAMY: | object on the grounds of
rel evance. I don't think this has been shown to

relate to anything yet.

JUDGE BRODSKY: You want to respond?

MR. MOORE: Yes. M. Harms is famliar with
the Customer Select Manual. This actually goes
towards an issue that we had been pursuing involving
access to storage and Nicor is warning Custonmer
Sel ect that we control your storage, not you. I
woul d just like to get that into the record. I
consi der that disadvantage -- it's under the title,
Di sadvant ages of the Program.

JUDGE ARI DAS: The objection is overrul ed;
we'll allow the question.

BY MR. MOORE:
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Q Is it true that Nicor has informed Customer

Sel ect providers that that is a di sadvantage of

Customer Select as in the paragraph that | read?
A " m not sure that we've said -- it said
that it is disadvantage to Customer Select. It is a

di sadvant age conpared to the flexibility and freedom
they have of nom nating for customers that are
traditional transportation customers. So there is a
change in the quality of service along with the
gquantity of price.

Q Now, a sales customer pays Nicor for both
gas supply and delivery of the gas to their residents
or comercial business; is that correct?

A Most of them do.

Q And if the customer does not pay their
bill, the collection process eventually could result
in Nicor shutting off their gas meters; is that
correct?

A That's correct.

Q And that's after followi ng various
procedures that the Illinois Commerce Conm ssion has
set out?
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A That's a given.

Q Now, when Nicor bills on behalf of a
Cust omer Sel ect provider, it charges the select --
the supplier for that billing service; is that
correct ?

A Yes.

Q And, so, the bill to the custonmer would be

for the delivery charges of Nicor and the gas charges

of their Customer Select provider; is that correct?
A The bill to the customer -- that we send to
the customer, is the bill for our portion of the

charges and then whatever the Customer Sel ect

supplier has is his charges.

Q Now, that customer does not pay any parts
of the bill -- first et me ask you this: [If the
customer pays part of the bill, who does Nicor pay

off first? Itself or the supplier?

A The tariff indicates that the order of
payment is the Conpany arrears, then the supplier
arrears, then the Conpany current and then the
supplier current.

Q Now, if a customer does not pay their bil
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and the eventual collection process results in a
cutoff -- if the customer pays part of their bill and
the amount remaining is for their Customer Sel ect
charges, the unpaid amount, Nicor would not cutoff
the meter for those charges, would it?

MR. RATNASWAMY:  Your Honors, 1'Ill object. |
believe this is beyond the scope of his five
testi moni es.

MR. MOORE: This is directly towards the
surrebuttal testimony of -- proposal of M. Crist and
Ni cor by the uncollectibles of Customer Select
provi ders.

JUDGE BRODSKY: We'll allow the question but
pl ease get where you're going.

THE W TNESS: Coul d you please restate the
gquestion?

(Record read as requested.)

THE W TNESS: | guess | don't understand the
guesti on.

BY MR. MOORE:

Q Ni cor cannot cutoff a nmeter for failure to
pay a Custonmer Select portion of the bill, can it; if
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a customer has paid the Nicor portion?

A Well, practically speaking, because of the
manner in which the payments that the Conpany does
receive fromthe custonmer, it is difficult to say
there's going to be a | arge anount owed to the
supplier and nothing owed to Nicor Gas Utility
because of its Conpany arrears and its supplier
arrears. So once the Company has collected its and
the supplier has part of it, then we're on to the
current charges. But | think your point is, is:
Coul d the Conpany turn off a customer's gas for
simply an unpaid bill to a Customer Select supplier?
And the answer is, no.

Q And Customer Sel ect providers don't have
the authority to cutoff meters for failure to pay
their bills, do they?

A That's ny understandi ng

Q Now, your surrebuttal testimny on Line 700
you di scuss Dockets 00-0620 and 00-0621. Dom ni on
Retail was not active in Illinois at the time those
heari ngs took place, was it?

A | don't know that.
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Q Well, are you famliar with how Dom ni on
Retail has acquired its customers in Illinois?

A l'm fam liar with how Dom nion Retail got
i nvol ved in our Custonmer Select Program but not in
the state of Illinois.

Q In the Nicor Program Dom nion Retai
purchased the customers of Nicor Energy; is that
correct?

A That's ny understandi ng.

Q And do you know when that took place?

A 2002 and 2003.

Q And do you know when the hearings were held
in Dockets 00-0620 and 00-0621?

A | woul d guess the end of 2000 to the
begi nni ng of 2001.

Q Do you happen to know if Nicor Energy
Services was an active participant in those dockets?

A They were a participant through, | believe,
a mar keting association.

Q So is this the first Comm ssion proceeding
that's taken place since Dom nion Retail purchased
the Nicor Energy Services custonmers?
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A Oh, no. We've had a nunber of other
proceedi ngs, not necessarily related to tariffs; but
there's been a number of proceedings before the
Comm ssi on since that acquisition.

Q And t hese proceedi ngs have adjusted the

rules for procedures for Customer Select?

A No.

Q Does Ni cor do any mailings for any Nicor
Gas affiliates promoting their products and services?

MR. RATNASWAMY: | object on both relevance and

scope of testimony grounds.

JUDGE BRODSKY: Do you have a response?

MR. MOORE: | believe somewhere in his
testimony he addresses M. Crist's proposal that
Ni cor include information about Customer Select in
some of their mailings.

JUDGE BRODSKY: Obj ecti on sust ai ned.

MR. MOORE: That's all. Thank you.

JUDGE BRODSKY: Al'l right. At this point,
we're going to take | unch. lt's 12:15, so we're
going to go till, I guess, 1:30. W'Il| reconvene
with the cross-exam nation by the Retail Gas
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Suppliers.

MR. KELTER: Your Honor, before we break for
 unch, can | make one quick request related to the
motion that Nicor filed? CUB would |like to request
that you issue your ruling on their original notion
in |imne.

JUDGE ARI DAS: W thout you responding to the
new one or without us considering a new one?

MR. KELTER: W t hout us responding to the new
one and without you considering it.

JUDGE BRODSKY: \What's your basis for
requesting that the second moti on not be consi dered?

MR. KELTER: Well, for one thing, if you're
going to rule against us on the motion in the first
i nstance, then we don't want to spend additional
resources on the next motion which has related issues
and there's no chance we're going to win the second
one if we |ost the first.

JUDGE BRODSKY: Al'l right. What we're going to
do at this point is, we're going to review the second
moti on and we're going to review the first notion and
see if there is a need for argument on the second
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moti on or whether there should be a decision on the
first motion and we will |let you know the decision of
that after |unch,

MR. KELTER: l*"msorry, | nmust have been
confused. | thought this norning you said you had a
ruling on the first notion that you were ready to
make.

JUDGE ARI DAS: Correct.

JUDGE BRODSKY: But that notw thstanding, since
the second nmotion has been filed, we want to make
sure that we have a chance to review everything
t hat's pending.

MR. KAM NSKI : Your Honor, |'m sorry, Mark
Kam nski with the AG s Ofice. | just have a -- ny
under st andi ng of what was ruled on | ast week was that
you were going to determ ne today whether the Cook
County and CUB di scovery responses provided by Friday
at 5:00 nmet the requirements of your original ruling
allowing M. Galligan to offer direct testimony in
this proceeding. That was what you were going to
rule on on the first notion; correct?

JUDGE BRODSKY: Well, that's inherently tied
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into what's at issue. So there can be no final
di sposition of the motion prior to such a
determ nati on.

JUDGE ARI DAS: You seem confused still,

M. Kelter.

MR. KELTER: Well, | have read the second
mot i on. I think the second notion essentially makes
argument regardi ng whether -- what we submtted to

them and what we submtted to you on Friday is in
compliance with your ruling. And | just think

that -- my understanding was that you were going to

| ook at what we supplied to themand to yourselves on
Friday and judge -- based on your own analysis --

whet her we were answering the data responses agai n.

I'"d rather not have to -- | just want to win or | ose
on that.

JUDGE ARI DAS: Okay. | can assure you we won't
waste your time but it would be -- it's incumbent

upon us to review what they filed this norning before
proceeding, so we'd |like to take the lunch hour to do
that and if it doesn't change our opinion on our
original ruling, | can assure you, we won't waste
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your time.

MR. KELTER: That second part was -- again, the
waste of time, the second one was a question of what
we perceive to be fairness but | understand what
you' re saying and | respect your ruling.

JUDGE ARI DAS: Okay. Thank you.

MR. BORDERS: Your Honors, just a procedural
matter, WIlliam A. Borders on behalf of Retail Gas
Suppliers. Retail Gas Suppliers will not have any
cross for any Harnms this afternoon.

JUDGE ARI DAS: Then we will return and when we
start with cross-exam nation, it will be Cook County
that is up.

MS. DOSS: We only have 10 or 15 m nutes.

JUDGE BRODSKY: Okay. Very good. So we'll see
you all back here around -- just around 1:30.

(Wher eupon, a luncheon
recess was taken to resune
at 1:30 p.m)

(change of reporters.)
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AFTERNOON SESSI ON
JUDGE ARI DAS: Let's get back on the record.

Before we proceed with Mr. Harms, the

notion in limne -- Nicor's motion in |imne has been
granted. That renders the supplemental filing this
morni ng moot. We're going to be issuing a written

ruling that's com ng out on e-docket shortly.

And let's proceed with M. Harns'

Cross.
CROSS- EXAM NATI ON
BY
MS. DOCSS:
Q Good afternoon, M. Harms. Leijuana Doss

on behal f of Cook County State's Attorney's Office.
| have a few questions to ask you,
starting with your direct 12-B. Actually it's one of
your exhibits, 12-B.1, which is the schedul e of
rates, Page 51.
A Yes, | have that.
Q Do you have that? Okay.
I f you look at -- I"'mreferring to C,
which is general, and it tal ks about facilities wll
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not be provided hereunder for any uneconom c
extensi on, temporary business or business of doubtful
per manency.

For the purposes here the term
uneconom ¢ shall mean any case where expected
revenues make it doubtful that a reasonable return
will be derived fromthe required investment.

Is that a correct reading of that?

A Yes, it is.

Q Now, woul d Nicor ever extend a main to
reach a customer who is expected to take gas service
on only one day out of the year?

A They coul d.

Q What -- under what circunstances? Under
what terms?

A It depends upon the revenue generated from
that customer in conparison to the investnment and the
expenses that we expect.

Q Woul d there be a deposit required?

A Agai n, depending on the amount of revenue,
there may or may not be a deposit

Q Woul d the customer have to pay for the
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extensi on?

A No. Under this calculation here, we take
the investment of the extension, conpare that al ong
with expenses and expected revenue in order to
cal cul ate the deposit required fromthe custonmer.

And that's all that's required from
the customer would be a deposit.

Q Now, could you turn to your direct, but
this time Exhibit 17, and | want to refer you to
Page 9, Lines 189 through 90.

Do you have that?

A Yes, | do.

Q Okay. Now, here you state that marginal
cost pricing is superior to embedded cost pricing in
determ ning the proper price signals, correct?

A Yes.

Q Now, have you conpl eted or reviewed any
studi es on the benefits that Nicor customers m ght
receive from marginal cost based pricing?

A Ot her than the study performed by
Dr. Parnmesano, no.

Q Based on that, I'd Iike to hand you
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believe what will be called is CCSAO CUB Cross
Exhi bit 8 and 9.
(Wher eupon, CCSAO/ CUB
Exhi bit 9 was marked
for identification.)
JUDGE BRODSKY: Was there already a CUB 8 or
CuB/ CCSAO 87
MS. DOCSS: From my understanding, M. Kelter
informed me that he started with -- he ended with 6
and 7. It was 5, 5.1, then M. Kelter had 6 and 7,
so | believe that was a correct numbering.
JUDGE BRODSKY: You know, | think CUB/ CCSAO
8 may have been the documents submtted on CD.

MS. DOSS: Okay then.

JUDGE BRODSKY: We'll |eave 9 as marked. Call
it 10.

MS. DOSS: There are two. You want them as a
group?

JUDGE BRODSKY: You can call it all 9, if
that's what you're trying to do.
MS. DOSS: WwWe'll - -

JUDGE BRODSKY: VWhat ever is easi est.

757



10

11

12

13

14

15

16

17

18

19

20

21

22

MS. DOSS: Group Exhibit 9 is fine.
JUDGE BRODSKY: All right.
BY MS. DOSS:
Q Now, Mr. Harms, Group Exhibit 9 consists of
two data requests and responses from5.41 and 5 --
JUDGE BRODSKY: Let's go off the record for a
m nut e.
(Wher eupon, a discussion
was had off the record.)
JUDGE BRODSKY: Let's go back on the record.
And you can proceed.
BY MS. DOSS:
Q Al right. | guess | have to do this --
may | approach?
Looki ng at CCSAO/ CUB 5.40 and
CCSAO/ CUB 5.41, which is Group Exhibit 9, would you
pl ease read that and the responses?
A You want me to read the question and then
the response?
Q You can read it to yourself.
A Okay. Yes, | have read it.
Q Okay. Now, and you're responsible for
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these responses?

A Yes.

Q And woul d your answers still be the same
t oday?

A Yes.

Q No further questions. All right. One |ast
guesti on.

Woul d you turn to your rebuttal,

Exhi bit 32. And could you look at Lines 225 to
t hrough 226, and that's Page 11 of 43.

A Yes, | have that.

Q Okay. Now, in that particular, you make
the statenment that under the MDM met hodol ogy both
| arge customer and the smaller customers receive a
fair allocation of |arger main costs. No further
adjustment to the MDM study needs to be made to
reflect any benefits.

Just for clarification, your use of
the termfair is based upon Nicor's position that
mai n costs are caused solely by peak day demand?

A |'"m referring here to the benefits that
conme from having one piece of miin as opposed to two,
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and regardl ess of what type of an allocation you
apply to the size of that main, the fact that there
are econom es of scale associated with that | arger
main cost -- or, I'msorry, that |arger main,

what ever that split is is the split, and that would
be fair.

Q So your answer is yes?

A No. I think my answer is |'mreferring
here to the benefits applied equally to all custoners
and is already reflected in the investment costs of
one piece of main rather than two.

MS. DOSS: All right. That's fine. No further
guesti ons.

And we'll nove for adm ssion of
CCSAO/ CUB Cross Group Exhibit 9.

JUDGE BRODSKY: Okay. Was there any objection
to it?

MR. RATNASWAMY: No, your Honor.

JUDGE BRODSKY: Okay. So then circul ate copi es

of the entire packet, | suppose, probably tomorrow.
MS. DOSS: No, your Honor, | should be able to
do that today. It will be 54.1 and 54.0 as Nicor's
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response to CCSAO/ CUB s data requests.
JUDGE BRODSKY: Okay. So you're going to file
on e-docket then?
MS. DOSS: No, your Honor. "1l tender it to
the court reporter i medi ately today.
JUDGE BRODSKY: All right. Okay.
MS. DOSS: " msorry for the confusion. I do
apol ogi ze.
JUDGE BRODSKY: That's okay. So those --
CUB/ CCSAO Exhibit 9 -- Group Exhibit 9 will be
adm tted upon filing.
MS. DOSS: Okay. Thank you, your Honor.
JUDGE BRODSKY: Al'l right.
(Wher eupon, CUB/ CCSAO
Exhi bit No. 9 was adm tted
into evidence.)
CROSS- EXAM NATI ON
BY
MR. FEELEY:
Q Good afternoon, M. Harms. M nanme is John
Feel ey, one of the staff counsel representing staff.

| have a few questions for you and
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then M. Reichart to my right will also have sone
guestions for you.

l'd like to direct your attention to
your Exhibit 44 and particul ar Pages 14 and 15.

A Yes.

Q At Lines 309 and 310 you ask a question to
yourself concerning Ms. Pugh's proposal that Nicor
Gas reflect the cost of its 2 percent withdrawal
adjustment factor as a storage expense rather than a
gas cost.

Do you see that there?

A Yes, | do.

Q And then you go on later at Line 320 and
321 and you make reference to response to a data
request LAP 11.03?

A | see that.

MR. FEELEY: ' mgoing to have the court
reporter mark for identification as Staff Exhibit 23,
which is Staff Cross Exhibit Harnms, it's a company's

response to LAP 11.03

762



10

11

12

13

14

15

16

17

18

19

20

21

22

(Wher eupon, Staff
Exhi bit No. 23 was marked
for identification.)
BY MR. FEELEY:
Q Do you have that response in front of you?
A Yes, | do.

Q And is that Nicor Gas's response to LAP

A Yes, it is.

Q And there's an Exhibit 1 which al so was
part of that response attached to the narrative
response, correct?

A That is correct.

MR. FEELEY: At this time, your Honor, |I'd nove
to admt into evidence |ICC Staff Exhibit 23, Staff
Cross Exhibit Harns. It's the conpany's response to
Staff Data Request LAP 11.03 and attached to
Exhi bit 1.

JUDGE BRODSKY: Any obj ection?

MR. RATNASWAMY: No, sir.

JUDGE BRODSKY: Then Staff Exhibit 23 is

adm tted.
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(Whereupon, Staff
Exhi bit No. 23 was adm tted
into evidence.)
BY MR. FEELEY:
Q M. Harnms, my next series of questions are
dealing with your Exhibit 12-B.2 and 27-B.5.
MR. RATNASVWAMY: ' msorry, can you repeat
t hat ?
MR. FEELEY: Ni cor -- hold on. Exhibit 27-B.5,
"Il be referring to that docunent, and the other one
is 12.2. l'"m sorry.
MR. RATNASVWAMY: Thank you.
BY MR. FEELEY:
Q Do you have those?
A | have the 27-B.5. And what was the other
reference?

Q 12-B.2 and it's --

A | s there a page nunmber?
Q It's Rider 12. It's 88, 89 and 90.
A | have that.

Q Okay. All right.

Now, in your testinony, your
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surrebuttal testimony, Exhibit 44.0 at Page 40, you
state that in that rider recovery is permtted for
incremental costs which is a more inclusive termthan
the termenvironmental activities from Ni cor Gas
current Rider 12.

Do you see that?

A Yes, | do.
Q And you're referring to Illinois Power's
Conmpany -- Illinois Power Company's Rider GEA which

is Nicor Exhibit 27-B.5, correct?

A Yes, | am

Q s it your testimony that Nicor Gas is not
all owed to recover incremental costs currently under
its Rider 127

A The incremental costs that are |isted
there, the conpany is permtted to recover.

Q So Nicor Gas is recovering incremental
costs, correct?

A As defined in our tariff.

Q Refer to your Exhibit 12-B. 2.

That exhibit reflects the changes you

are proposing to Nicor's current Rider 12, correct?
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A Yes, it is.
Q | f you could | ook at Page 88.
Do you have that?

A Yes, | do.

Q And the second paragraph of 88, could you
pl ease read the first sentence where it starts out
costs recoverabl e?

A Costs recoverable through the environment al
cost recovery rider shall include all increnental
costs incurred by the conpany in connection with
environmental activities as defined bel ow.

Q Thank you.

You're not proposing any changes to
t hat sentence, correct?

A That's correct.

Q | f you |l ook at the third paragraph on 12.2,
Page 88. Do you have that in front of you?

A Yes.

Q And see the -- in the second line of that
third paragraph environmental activities?

A Yes.

Q Coul d you read that sentence as it
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currently exists in Nicor's Rider 12.

A As it currently exists or as we have
proposed here?

Q As -- the definition of the term
environmental activities as you propose there

A As used in this rider, the termfiling
mont h shall mean the month in which a charge is
determ ned by the company and filed with the
Commi ssi on.

The term environmental activity shall
mean manuf actured gas operations, the investigation,
sampling, nonitoring, testing, removal, disposal
storage, remedi ati on, or other treatment of residues
associ ated with manufactured gas operations or with
the dismantling of facilities utilized in
manuf actured gas operations or with other operations
t hat generated substances subject to federal, state
or local environmental |aws conducted at | ocations
wher e manufactured gas operations or the dismantling
of facilities utilized in manufactured gas operations
were at any time conduct ed.

The term manufactured gas operations
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shall mean all operations relating to the manufacture
of gas, the storage, treatment, transportation, and
di sposal of residues and the storage of manufactured
gas.

The termresidues shall nmean and
i nclude any hazardous substance, raw materials,
byproduct, waste product and other residue.

Q And the proposal by Nicor in this
proceeding is to insert the phrase manufactured gas
operations inmmediately follow ng after shall mean
with reference to environmental activities, correct?

A Yes. We are wanting to include
manuf actured gas operations in the termenvironmental
activities.

Q And as | pointed out in your testimny, you

referred to Illinois Power's Rider GEA?
A Yes.
Q Do you have -- could you | ook at

Exhi bit 27-B.57?

A | have that.

Q And Illinois Power in its Rider GEA defines
the termincremental costs, correct?
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A Yes, they do.

Q And could you read the definition of
incremental costs as it appears on the first page of
I[llinois Power's Rider GEA, Nicor Gas Exhibit 27-B.5?

A | ncremental costs refer to all paynments by
a utility to outside vendors in connection with
environmental activities associated with the
investigation and cl ean-up of former manufactured gas
pl ants.

Such costs also include but are not
limted to consultant and |egal fees, |and
acquisition costs, litigation expenses, costs or
expenses associated with judgnents, orders or
deci sions including settlements by a court, a
gover nment al agency or department or other
adj udi catory or quasi whatever, adjudicatory body
related to manufacturing gas operations slash sites.

Q All right. And if you could do down
further, there's the phrase environment al

activities --

Q -- in that Illinois Power Rider GEA?
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Could you read the definition of
environmental activities as it's defined there in
Ri der GEA, Nicor Exhibit 27-B.5?

A Envi ronnmental activities refer to the
i nvestigation, sanpling, monitoring, testing,
removal , disposal, storage, remedi ati on of other
treatment of residues associated with manufactured
gas operations or with other operations that
gener ated substances subject to federal, state or
| ocal environmental |aws conducted at | ocations where
manuf actured gas plants operated or the di smantling
of facilities utilized in manufactured gas
operations.

Q And in reference to the Nicor existing coa
tar rider or environmental rider and Illinois Power's
coal tar rider or Rider GEA, wouldn't you agree that
the terms incremental costs and environnmental
activities are both used in the environmental riders
for both Nicor and Illinois Power?

A | ncremental costs and environment al
activities are both used in both riders

MR. FEELEY: Thank you. That's all the
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questions | have. M. Reichart has some questions
for you.
CROSS- EXAM NATI ON
BY
MR. REI CHART:
Q Good afternoon, M. Harns.

Good afternoon.

Q Just have a few followup questions.
First 1'd like to refer you to your
surrebuttal testimony, Page 10, lines 207 through

2127

A What |ine numbers?

Q 207 through 212.

Here you make reference to a statement
made by Staff Wtness Luth in his rebuttal testinony.

A Yes.

Q Okay. And the question posed to yourself
is M. Luth states in his rebuttal testimny at Lines
174 through 176 that the number of connections on
smal |l er sized main results in |ess costs being
all ocated to that class under the MDM study; is that

correct?
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And you answer: No, as shown in ny
exanple in rebuttal testinmny, the allocation is
based on peak day flow of gas through the mains. The
number of custonmers connected is irrelevant.

Is that a correct characterization of
your testinony?

A That is correct.

Q Okay. I'd like to go to the exanple you
reference in your rebuttal testimny there, appearing
on Pages 7 and 8 of your rebuttal testimony.

Here you present --

MR. RATNASWAMY: M. Reichart, | hate to say
it, but he has two rebuttals. Which one is it?
MR. REI CHART: |'"m sorry. This is Nicor Gas

Exhi bit No. 32.0, and we're | ooking at Pages 7 and 8.
BY MR. REI CHART:

Q Here you present three tables, Tables 1, 2
and 3, and in these tables you show a sinmple exanple
of how customers attach to different sized mains
woul d be all ocated distribution main costs; is that
correct?

A Yes.
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Q Okay. And if I can refer you to Table 1,
under Customer B, in your exanple Customer B is
attached to a four-inch main; is that correct?

A Correct.

Q Okay. And Customer B has a peak day demand
of 200 units; is that correct?

A Correct.

Q And as a result of this information in
Table 1, if we |ook at Table 2, under Custoner B, we
see that Customer B will be allocated two-thirds or
67 percent of the four-inch main costs.

|s that a correct reading?

A Correct.

Q Now, Customer B is also allocated a portion
of the eight-inch main costs as shown in tables two
and three; is that correct?

A Correct.

Q And the reason Custonmer B is allocated an
eight-inch main cost is because the gas that's
di stri buted through Customer B s four-inch main
connection must first flow through the eight-inch
mai n?
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A Correct.

Q Simlarly, Customer B is not allocated any
two-inch main costs because gas distributed through
Custonmer B's four-inch main does not have to flow
t hrough the two-inch main?

A Correct.

Q M. Harms, 1'd |ike to make a slight change
to the exanple you provided here and ask you sone
guestions about the allocation of main costs on this
revised exampl e.

Wth everything else remaining
constant in your exanple, let's suppose that
Customer B was attached only to an eight-inch main
but has the same peak day demand of 200 units.

Under that scenario, would there be an
allocation to Customer B for four-inch main costs?

A No.

Q And as a result Customer B s attachment --
as a result of Customer B's attachment to a four-inch
main -- eight-inch main, | apol ogize, rather than a
four-inch main, Customer A would now be allocated 100
percent of two-inch and four-inch distribution main
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costs that are shown in Table 2; is that correct?

A Al'l other things equal, yes.

Q And the reason that Customer A would be
all ocated 100 percent of the four-inch main costs if
Custonmer B was attached only to the eight-inch main
IS because in this revision Customer A would be the
only customer using four-inch main; is that correct?

A Yes.

Q And in this revised exanple with peak day
demand anong the three customers, A, B, and C
remai ning at a total of 600 units, Customer A would
be all ocated the same 17 percent of eight-inch main
costs; is that correct --

A Correct.

Q -- in table two?

Now, Mr. Harms, earlier this morning
during the cross conducted by M. Robertson, he asked
you if new customers caused Nicor to incur new costs,
and you answered yes.

Do you recall that exchange?

A Generally.

Q Okay. Coul d you define your understanding

775



10

11

12

13

14

15

16

17

18

19

20

21

22

of new customers as was used in that question and
your response?

A New customers, as | understood in his
guestion, referred to customers that were attaching
to the system for the first time that required a new
servi ce.

Q Okay. And woul d they be attaching to
exi sting mains that had been in use prior to the new
customers joining the system or would new
infrastructure have to be built out to reach these
customers?

A It could be either.

Q What new costs do new custonmers cause Nicor
to incur?

A New customers certainly cause us to incur
service pipe, neter regulator, certainly cause us to
i ncur costs associated with billing, meter reading,

t hose types of things.

Addi ti onal distribution main may be
required to reach the new custoners. Generally
what ever conmes along with new customers that you have
to be ready to provide their service on a peak day.
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Q And woul d the new mai ns and new meters be

i ncluded in the rate base for Nicor's next rate case?

A | can't answer that.
Q Why can't you answer that?
A | don't know what's included in the next

rate case.

Q Are new -- new mains and meters that have
been -- costs for new mains and neters that have been
incurred since Nicor's |last rate case were they
included in this -- in the rate base for this rate
case?

A The company has proposed to include all of
its investnment costs, yes.

Q Okay. Let me ask my prior question a
little differently.

Do you believe that Nicor would
propose to recover the costs of the new mains and new
meters in its next rate case?

A It would propose to recover its rate base
at that time.

Q Okay. Would new customers added after the
final order in this docket be included in customer
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counts for this docket?

A Coul d you ask that question again?

Q Woul d new custoners added after the final
order in this docket be included in the customer

count for this docket?

A Some may be
Q Under what circunstances would they be
i ncluded?
A Well, | think this docket ends in October.

We have three nore nmonths of the year that would be
included in the test year.

And also to the extent that our
estimates may be different from what is actually
attached, those custonmers would also be included.

Q Woul d new custonmers bring revenues through
rates established in this docket to the company?

A | f they are served under one of the
tariffs, yes.

Q M. Harms, are you recomendi ng that new
customers pay for the full amount of new installation
costs before obtaining services from Nicor?

A |'m sorry, | don't understand the question.
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Q You're not proposing, are you, that
customers pay the full amount of new installation
costs before receiving service, are you?

A Can you tell ne what you mean by full
install ation costs?

Q The costs of whatever new infrastructure
woul d have to be put into the ground to connect new
custonmers to the Nicor systenf?

A We are not asking for payment of that, no

MR. REI CHART: Thank you. That's all 1 have.

JUDGE BRODSKY: Any redirect?

MR. RATNASWAMY: May | have a monent, your
Honor .

JUDGE BRODSKY: Of course.

REDI RECT EXAM NATI ON
BY
MR. RATNASWAMY:

Q Briefly, your Honor.

M. Harms, when you were being
cross-exam ned by the counsel for -- fromthe
Attorney General's Office, you were asked sonme

guestions relating to decreased sendout or thruput
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due to conservation.
Do you recall that?

A Yes, | do.

Q | s conservation the only reason that
sendout m ght decrease?

A No. There's a nunmber of other reasons that
sendout m ght decrease such as business conditions,
busi nesses cl osi ng, noving out of the area.

Q To what extent -- withdraw.

Was the |list that you just -- the
exampl es you just gave us intended to be exhaustive?

A No.

Q M. Harms, could you direct your attention
to Exhibit 17.7, please.

A | have that.

Q You recall being asked sone questions
earlier about this exhibit?

A Yes.

Q M. Harms, Lines 1 through 13, a caption
call ed base rate conparison; is that correct?

A Correct.

Q And Lines 14 through 28 have a caption
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called base rates gas supply costs environmental --

and environmental costs recovery charges; is that

correct?
A That is correct.
Q Now, | understand that the Lines 1 through

13 appear on this piece of paper on top of Lines 14

t hrough 28, but would it be correct that if | put
them next to each other, that if you read them
across, that the figures running from the colums on
the left to the right would be sumed up to come to
the total costs before taxes that you see in Lines 14
t hrough 287

A Yes. The total costs before taxes would be
the sum of the base rate revenue and the gas supply
cost and the environmental cost recovery.

Q Would it be correct that those two groups,
Lines 1 through 13 and 14 through 28, if you put them
next to Lines 29 through 44 and read across that
agai n, when you added up the applicable colums you
come up with the total costs with taxes?

A That is correct.

Q Okay. So recogni zing that we're dealing
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with an eight and a half by 11 inch piece of paper,
would it be right that if you wanted to read all the
way across, although it's not physically possible on
this piece of paper, you could put all those |ines
next to each other as | have described?

A Yes.

Q So in the colums 14 -- |I'm sorry, Lines 14
through 28, where it refers to percent differences,
do you see that?

Percent difference, excuse me.
A Yes.
Q That's the percent difference when you put

Lines 1 through 13 along with Lines 14 through 28,

right?
A Yes. That's the total cost before taxes.
Q Okay. |Is the same true of the percent

difference in Lines 29 through 44?

A That is correct.

MR. RATNASWAMY: Your Honor, the last thing I
woul d do would be to nove in the exhibit that was
presented by M. Moore but not moved into evidence,
which is the company's response to DRA Data Request
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JUDGE BRODSKY: Are you nmoving it as your own?
MR. RATNASWAMY: Yes, sir. And are we on 45?
MR. RI PPI E: 46.
MR. RATNASWAMY: So that would be Nicor Gas
Exhi bit 46.
JUDGE BRODSKY: Any obj ection?
MR. MOORE: No, | was going to move it in, but
that's fine.
JUDGE BRODSKY: Hearing no others, Nicor 46 is
adm tted.
(Wher eupon, Nicor
Exhi bit No. 46 was marked
for identification.)
(Wher eupon, Nicor
Exhi bit No. 46 was adm tted
i nto evidence.)
MR. RATNASWAMY: No further questions.
JUDGE BRODSKY: Is there recross?
MS. BUGEL: Your Honor, we don't have recross,
but we do have an on-the-record data request.
Our |l ast question to M. Harms was on
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average how far off is the conpany's Rider 6 estimte
from actual gas supply costs in cents per therm and
he was -- his answer was that he didn't know.

And we have an on-the-record data
request for the company to answer that.

JUDGE BRODSKY: Okay.
MR. RI PPI E: Your Honors -- let me try that

agai n.

As we have indicated before, we'll
respond to these in accordance with the rules.

Some of these are relatively
strai ghtforward, on-the-record data requests. And we
anticipate being able to respond within the period of
time that the record is likely to remain open.

We don't want to deceive anybody
t hough and we want to be clear that some of these
on-the-record data requests would require significant
amount of work and are not going to be conpl eted
during the period of time prior to the end of this
hearing unless there is some sort of an arrangement
or agreenment reached where your Honor orders
ot herw se.
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This one in particular, | suspect,
will require a significant amount of study and it's
just not like that this is going to be done by
Friday.

MS. BUGEL: Your Honor, we'd be happy to work
with the company to negotiate the scope of this nore
narrowl y.

| don't think it needs to be done on
the record right now.

MR. RI PPI E: We're happy to have that
di scussi on.

JUDGE BRODSKY: That's fine.

MR. GARG. Attorney General's Office has sone
recross.

JUDGE BRODSKY: Can you take a m crophone,
pl ease?

MR. GARG: | would like to submt for the
pur poses of our recross AG Cross Exhibit 11.

It is Schedule G5 and it's entitled

t he Company Schedul e Gb5.
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(Whereupon, AG
Exhi bit No. 11 was marked
for identification.)

RECROSS- EXAM NATI ON

BY
MR. GARG:
Q M. Harms, do you have before you Schedul e
G57?
A Yes, | do.
Q Do you see in the first paragraph the
second line -- the second sentence which states the

forecasted financial statements contained herein
present to the best of management's know edge and
belief at the time of this forecast was prepared the
conmpany's expected financial position results of
operations and cash flows as of and for the years
endi ng December 31, 2005, assum ng that current
tariff rates remain in effect?

A | see that.

Q Does it also state two lines |later the
assumptions di sclosed herein are those that
management beliefs are significant to the forecast?
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A That's what it says.

Q M. Harms, is there as -- is there offered
in Schedule G5 an assunption that states that
busi ness will be closing soon?

A At the top of Page 2 of 6 it says Nicor
Gas's |l arge residential customer base provides a
relatively stable | evel of natural gas deliveries
duri ng weak econom c conditions.

The company's industrial and
commerci al base is well diversified | essening the
i mpact of industry specific econom c swi ngs.

| believe there we are recognizing the
current econom c conditions.

Q Further down on Page 2 where it says
customer additions, it's the first sentence -- does
it state customer additions report forecasted to be
34,200 in 20057

A Yes.

MR. GARG. No further questions.

JUDGE BRODSKY: Any ot her recross?

Any re-redirect?

MR. RATNASWAMY: No, sir.
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JUDGE BRODSKY: Thank you, M. Harns.
JUDGE ARI DAS: Ms. Parmesano, you want to raise
your right hand.
(W tness sworn.)
HETHI E S. PARMESANGQ,
havi ng been called as a witness herein, after having

been first duly sworn, was exam ned and testified as

foll ows:
DI RECT EXAM NATI ON
BY
MR. RATNASWAMY:
Q Pl ease state your name.
A My name is Hethie S. Parmesano.
Q Pl ease state your business address?
A 777 South Figueroa Street, Suite 1950, Los

Angel es, California 90017.

Q Who is your enmployer and in what capacity
are you enployed?

A l'm a vice president of National Econom c
Research Associ ates, |ncorporated.

Q Did you prepare -- direct or have prepared
under your direction and supervision direct and
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rebuttal testimony for subm ssion to the Illinois
Commerce Comm ssion in this proceeding?

A Yes, | did.

Q | direct your attention to Nicor Gas
Exhi bit 13.0.

A Okay.

Q ' m sorry. W ong one.

May | direct your attention to Nicor
Gas Exhi bit 30.0.

A Yes.

Q If I were to ask you the questions which
appear in said exhibit, would you give the answers
t hat appear therein?

A Yes.

Q Now, if | could direct your attention to
Ni cor Gas Exhibit 13.0 and its attachments 13.1 and
13. 2.

A Okay.

Q And if | could direct your attention to
Page 27, is it correct that you have identified two
t ypographical errors on that page?

A Yes.
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Q Coul d you please tell us what those errors
ar e.

A In the table on -- hal fway down t he page,
on the line for Rate 6, under the colum -- |et
see, it's the one, two, three, four, five, six, the
tenth colum of nunbers, there appears to be the
number is 1.21 cents per therm It should be 2.14
cents.

And in that sanme colum on the |ine
for rate 76 and 81, the figure 0.89 cents should be
1.82 cents.

Q Thank you.

Subj ect to any corrections and updates
whi ch may appear in your rebuttal testinony, erratas
previously filed on the e-docket system and the two
corrections which you have just indicated, if | were
to ask you the questions which appear in your direct
testi mony, would you give the answers that appear

therein including the attachments thereto?

A Yes.
MR. RATNASWAMY: Your Honors, | nmove the
exhibit -- I mve the adm ssion of Nicor Gas Exhibits
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13.0, 13.1, 13.2, and 30.0.
JUDGE ARI DAS: Are there any objections to
t hose exhibits being admtted into the record?
Heari ng none, they are admtted.
(VWhereupon, Nicor Exhibits
13.0, 13.1, 13.2, and 30.0
were admtted into evidence.)
JUDGE ARI DAS: Ms. Bugel, you want to proceed
with cross.
MS. BUGEL: Yes. Thank you.

CROSS- EXAM NATI ON

BY
MS. BUGEL:
Q Dr. Parnmesano, let me direct you to your

testimony Nicor Exhibit 13, Page 7, Lines 184 to 186,

where you discuss the objective of regul atory

policies.
Do you have that in front of you?
A Yes, | do.
Q In particular, | would like to draw your

attention to the statenment that regulatory policies
shoul d insure that pricing of delivery is consistent
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with the existing marginal cost market pricing of gas
supply.

Does that inply that there's a fairly
direct relationship between margi nal cost of service
and mar gi nal cost of supply?

MR. RATNASWAMY: Object to the anbiguity of the
guesti on. In the context of this paragraph it is
uncl ear whet her the reference to margi nal cost of
service indicates the cost of gas service, the cost
of delivery service or both.

MS. BUGEL: We are tal king about the cost of
delivery service.

THE W TNESS: So the question is is there a
direct correspondence between the marginal cost -- to
the cost of delivery service and the market pricing
of gas supply?

MS. BUGEL: That's the question.

THE W TNESS: | guess |'m not sure what Kkind of
l'ink you're tal king about .

MS. BUGEL: |I'm just asking if there's a
correlation.

THE W TNESS: Correlation in the sense that
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they both move in the same direction.

MS. BUGEL: That's correct.

THE W TNESS: Not necessarily.
BY MS. BUGEL:

Q s it correct that the marginal cost of
supply is higher in Decenmber through February than it
is in March through November ?

A Mar gi nal cost of supply?

Q Yes.

A Yes.

Q And this is a result of higher demand and
the need to supply nore gas in December through
February?

A It's a result of the market forces which
set those supply costs, part of which is the fact
that demand i s higher.

Q So your answer to nmy question is yes,
that's one reason?

A That's one reason.

Q And the marginal cost of service is also
hi gher in December through February than it is in
March through Novenber, generally?
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A The marginal cost of delivery, yes.

Q And the increased demand for gas is the
same thing that drives up the marginal cost for
service in those same nont hs?

A It's the fact that the systemis
desi gned -- or major parts of the system are designed
to meet those winter design day peaks.

Q So it's the increased demand for gas in the
wi nter, the design day peaks, that drive up the cost
of service in the winter nmonths?

A Well, increased -- | mean it's just the
fact that the design day is in the wi nter.

It's the winter that the designers
focus on because that's when the peaks occur.

Q Okay. So would it be correct to say the
same pressures that drive up the marginal cost of
supply in the winter also drive up the margi nal cost
of service, the increased demand, the peak days in
the winter mont hs?

A Coul d you ask the question again?

Q Those peak days in the winter nmonths, those
desi gn day peaks that you just discussed that happen
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to occur in the winter months because of the high
demand in the winter, it's that high demand t hat
drives up both supply -- the cost of supply and also
the margi nal cost of delivery; it's the same thing
that's driving both those marginal costs of supply
and mar gi nal cost of delivery up?

A Well, there are many factors which affect
the cost of supply. Demand bei ng higher than it is
in some other months is one factor but you could have
supply costs falling because of other things that
have happened even though you're |ooking at a wi nter
mont h.

Q Okay. Did you -- am | correct in saying
that you just said that the marginal cost -- the
demand being higher in winter months is one factor
that drives up the marginal cost of supply in winter?

A That's -- | have said it several times
that's one of the factors.

Q Okay. And this higher demand in the wi nter
is also one factor as a result of design day peaks
that al so drives up the margi nal cost of service in
the winter?
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A Yes.

Q Okay. So would reduced demand for gas in
t hose peak wi nter months be one factor that could
|l ead to | ower marginal costs of supply?

A No.

Q Even though it is one factor that drives up
t he margi nal cost of supply in the winter, reduced
demand coul d not be a factor that would lead to
reduced -- |ower marginal cost of supply?

A The margi nal cost of delivery is higher in
the winter months because the systemis designed for
t hat .

A marginal cost is a unit cost, a cost
per therm or cost per design day therm

|f the demand is | ower, you still have
a unit marginal cost which could very well be the
same nunber. The margi nal cost hasn't changed. It's
just applied, if you're calculating margi nal cost
revenues, it's applied to a |ower |evel of demand.

Q Okay. Do you agree that use of energy
efficiency measures would |l ead to reduced demand for
gas?
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A " m sorry, ask it again.
Q Do you agree that use of energy efficiency
measures would lead to reduced demand for gas?
A | guess it depends how you define energy
efficiency measure.
An effective one would tend to, yes.
Q Okay. I'"d like to draw your attention to

your testinmony, Nicor Exhibit 13, Page 8, Lines 200

to 207.
A Okay.
Q I n your testimony -- |I'm sorry, let's begin

at Line 204.
You state that to the extent that gas

delivery service is priced above margi nal cost it
wi || discourage efficient use of gas resulting in
| oss of benefits from higher gas use, e.g., a warmer
home, and encouragi ng consuners to shift to | ower
priced but |ess economcally efficient energy sources
and energy substitutes, e.g. insulation?

A Yes, that's what it says.

Q Okay. An energy -- is insulation an energy

efficiency measure?
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A You're using the term. Maybe you shoul d

define it.
Q | ' m asking you how you would define it.
A | mean, |'m hesitating because there are

several ways to define efficiency.
One would be just in terms of reducing
t he ampunt of consunption. Another would be reducing
consunption that's wasteful in terns of the val ue
being |l ess than the margi nal cost of that reduced
consunpti on.
So I'm not sure what you have in m nd.
Q Okay. Do you define insulation or you do
give insulation as an exanmple of an energy
substitute; is that correct?
A Yes.
Q Okay. Do energy substitutes |lead to using
| ess gas?
A | f a consumer substitutes for some gas
consunption something else, that's | ess gas that
ot herwi se woul d have been consunmed.
MS. BUGEL: | have no further questions.
JUDGE ARI DAS: |s there any further cross? |

798



10

11

12

13

14

15

16

17

18

19

20

21

22

beli eve Ms. Bugel was the only one schedul ed.
Did you have any questions?

JUDGE BRODSKY: No, | don't. Thank you.

JUDGE ARI DAS: Redi rect?

MR. RATNASWAMY: No redirect, your Honors.

JUDGE ARI DAS: Ms. Parnmesano, you're excused
Thanks. | believe that concludes Nicor's w tness
list.

s that correct?

MR. RI PPI E: That is correct, your Honor. I
believe that concludes the conpany's direct and in a
sense rebuttal and surrebuttal testinony subject, of
course, to unusual things happening in the case.

JUDGE ARI DAS: The next witness we had
schedul ed was -- is it Dr. Kushler?

JUDGE BRODSKY: Yeah.

JUDGE ARI DAS: Are you prepared to --

MS. BUGEL: Yes, we are.

JUDGE ARI DAS: Okay.

JUDGE BRODSKY: Before we do that.

JUDGE ARI DAS: Since -- M. Bugel, since we
have an hour of cross scheduled for your w tness, why
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don't we take a -- M. Robertson
MR. ROBERTSON: | have no cross for this
wi t ness.
JUDGE ARI DAS: Okay. \Why don't we take a
15-m nute break.
MR. LEARNER: If I could enter an appearance
Howard A. Learner appearing on behalf
Environmental Law and Policy Center.
Thank you very nuch.
JUDGE ARI DAS: Sur e.
We'l | come back at 3:00 o'clock.
(Wher eupon, a brief recess
was taken.)
JUDGE ARI DAS: Let's go back on the record.
M. Rippie.
MR. RI PPI E: Your Honors, if you may recall
fromearlier in the hearing, Ni cor Gas had made an
of fer of proof of portions of the testinony of

Ms. Karegi anes. That would have been, | believe,

Ni cor Gas Exhibit No. 28 which were stricken pursuant

to your Honors' orders.

| had a conversation with M. Fosco

800



10

11

12

13

14

15

16

17

18

19

20

21

22

from staff concerning the inplications of that offer
of proof and | believe we have a common
under st andi ng.

Therefore we'd |like to offer pursuant
to Part 200, Section 600, as an offer of proof those
portions of Exhibit 28 which were stricken.

JUDGE BRODSKY: Is there anything fromstaff?

MR. REI CHART: | just ask if we could respond
when M. Fosco returns. He should be down any
moment. |If you wanted to wait or we can proceed with

this witness and M. Fosco could provide his
response.
JUDGE ARI DAS: \Why don't we get back to that
after this witness
Dr. Kushler, you want to raise your
ri ght hand, please
(W tness sworn.)

JUDGE ARI DAS: Ms. Bugel .
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MARTI N KUSHLER,

havi ng been called as a witness herein, after having

been first duly sworn, was exam ned and testified as

foll ows:
Q

name for
A
Q

DI RECT EXAM NATI ON

and enpl oyer?

A

BY
MS. BUGEL:
Dr. Kushler, please state and spell your
the record.
It's Martin Kushler, K-u-s-h-l-e-r.
And could you please identify your position
' m director of the utilities programfor
the American Council for Energy Efficient Econony.

Q

prepared rebuttal testinmony for this proceedi ng?

A

Q

rebutt al

Are you the same Martin G

Yes.

Kushl er who

May | direct your attention to your

testi mony whi ch has previously been

desi gnated as ELPC Exhibit 2.

A

Q

Yes.

ls this true and accurat e,

to the best

of
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your knowl edge?

A Yes, it is.

Q If | asked you the same questions today,
woul d you give the same answers?

A Yes, | woul d.

Q Dr. Kushler, did you prepare direct
testimony to this proceeding?

A Yes, | did.

Q May | direct your attention to your direct
testi mony whi ch has previously been designated as
ELPC Exhibit 1 with attachnments.

A Yes.

Q s this true and accurate to the best of
your know edge?

A Yes, it is.

Q If I asked you the same questions today
woul d you give the same answers including the
attachments thereto subject to updates in your
rebuttal testimony?

A Yes.

MS. BUGEL: Your Honor, | move for the
adm ssion of ELPC's Exhibits 1 and 2 subject to
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Cross.

JUDGE ARI DAS:

exhi bits

MR.

MS.

being admtted into the record?
Z| BART: No, your Honor .

BUGEL: Your Honor, that includes

Attachments 1.1, 1.2 and 1. 3.

There any objections to those

JUDGE ARI DAS: Hearing none, they are so

adm tt ed.

(Wher eupon, ELPC

Exhibits 1 and 2 were adm tted

into evidence.)

JUDGE ARI DAS: Let's proceed with cross.

Q

represent
A
Q

and your

articles

di fferent

CROSS- EXAM NATI ON

BY
MR. Z| BART:
Good afternoon. |'m Christopher Zibart.
Ni cor Gas.
Good afternoon.
Dr. Kushler, | was |ooking through your
mat eri als and you published a | ot of
and made comments before a number of

bodi es.

cv
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Am | right that this is the first time
you have been called upon to testify on energy
efficiency in a utility rate case?

A No.

Q And can you recall when the |ast time was
that you testified in a rate case?

A Well, | was on the staff of the M chigan
Public Service Comm ssion for about ten years. I
left, |I think, a little over five years ago, so it
woul d have been sometime prior to five years ago

Q Dr. Kushler, would you agree that if energy
efficiency programs are going to be undertaken, they
shoul d be cost effective?

A Yes.

Q And what you have proposed in your
testimony woul d cost ratepayers as nmuch as $38
mllion, and so you would want to know that there was
going to be a substantial amunt of savings to go
with that, wouldn't you?

A Yes. The program should be designed such
that they would achi eve good savi ngs.

Q Ri ght.
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So it has to be done right; is that

right?
A We would |i ke well done prograns certainly.
Q I n your testimony, you use a statistic of a

two-to-one ratio of benefit to cost in a
wel | - desi gned energy efficiency program
Do you renmenber that?

A Could you give me a line number for that?

Q Sure. That would be in ELPC Exhibit 1
which is your direct testimny, Page 8, and | believe
it's at Lines 166 and 167.

A Yes. | have that.

Q Okay. And so | was saying you used that
statistic of the two-to-one ratio of benefit to cost
for a well-designed energy efficiency program

s that fair?

A | think a well-designed energy efficiency
program shoul d exceed a benefit cost ratio of
one-to-zero. That means -- 1.0. That means that the
benefits exceed the costs.

My statement here is just observation
about typical progranms that we | ooked at in our
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study.

Q And the typical prograns are two to one,
two dol |l ars of benefit for every one dollar spent?

A Correct.

Q And | think in your exanple there it's, you
said, for every $1 mllion spent on natural gas
energy efficiency programs, more than $2 mllion
shoul d be produced in avoided natural gas costs for
Ni cor Gas's ratepayers; is that right?

A Yes. That's what it says.

Q And you say that if the benefits outweigh
the costs by two to one, that's certainly a cost
effective program isn't it?

A Yes. That woul d be.

Q Woul d you agree that over the years some of
t he programs that have been tried have turned out not
to be cost effective?

A Well, along the way, certainly.

The field s been active for at | east
25 years and there's been a lot of |earning over that
time period, certainly.

Q Now, if we achieve two dollars of benefit
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to every one dollar of cost, that's a great result,
but there nust be a point of dimnishing returns,
isn't there?

A Can you explain what you mean by point of
di m ni shing returns?

Q | f we spend two dollars we get -- if we
spend one dollar, we get two dollars of benefit.

| f we spend, in your example, a
mllion dollars, we get two mllion of benefit.

But | take it at some point spending
even more and more and nore is not going to maintain
that two-to-one ratio; is that fair?

A | think theoretically at some point you
coul d encounter that situation, but in my experience
in practical reality, that no state in the U. S. has
hit that point yet.

| actually just did a study | ooking at
that issue for M nnesota not too | ong ago.

Q Now, you are not from Illinois, sir, is
that -- am | right?

A Correct.

Q You're from M chi gan?
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A Yes.

Q | guess you're famliar enough with the
climate of Illinois to agree with me that Illinois,
l'i ke Mchigan, is cold in the winter, right?

A Correct.

Q And the col dest day of the winter is likely
to be several degrees below zero; is that fair?

A Yes.

Q Woul d you agree that Nicor Gas's service
territory the peak season, and, in fact, the peak day
is going to be a very cold day?

A | woul d suspect that would be the case

Q Okay. So when we're talking about natura
gas, one of the key energy efficiency prograns or
techniques is going to be insulation for homes and
busi nesses, right?

A That woul d be one

Q Anot her woul d be encouragi ng people to
purchase more efficient furnaces that happen to be
shoppi ng for any new furnace, right?

A Ri ght, uh- huh.

Q | want to talk for a monment about furnaces.
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You'll have to indulge me for a
moment, if you woul d, because as my partners are
painfully aware, | can't stop tal king about my own
new hi gh-efficiency furnace.

| had to replace my furnace this past
November. And as matter of fact, | dutifully
consul ted the ACEEE web site to find the most
efficient furnace |I could.

Now, furnaces are rated using an
efficiency number, aren't they?

A Yes.

Q And that is what's reported on the ACEEE
web site, right?

A Yes.

Q And the statistic that's used there is the
AFUE statistic; is that right?

A Correct.

Q And the A in AFUE is annual, is it not?

A Uh- huh, vyes.

Q So it's annual fuel utilization efficiency;
is that the statistic?

A Yes.
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Q That | ooks at efficiency over the course of

the year, right?

A For the design year for that appliance
yeah.

Q Al'l right. And that's certainly what
care about as a consumer. | want nmy annua

expenditure on gas to be as low as possible, right?

A Sure.

Q | don't necessarily care how much gas | use
in any one day as long as ny gas bill overall is
| ower; is that fair?

A | think the typical consumer, that would be

t heir perception.

Q Okay. And one of the ways that my new
furnace which has a rating, | m ght add, of 96.6, is
so efficient is that it has a two-stage burner.

You famliar with that?

A Yes.
Q That doesn't just turn on and off I|ike
M. Rippie' s furnace does. It can burn on |low or --

when it's not as cold out, or it can burn on high
when it's a really nasty winter norning in Chicago?
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A Correct.

Q And, of course, |ike alnpst everyone el se
t hese days, | have got one of those thernostats with
the clock on it.

You're famliar with those?

A Yes.

Q The furnace doesn't run so nuch at night
but it comes on in the norning, right?

A Correct.

Q Okay. Now, on the col dest nmorning of the
year when everybody in Chicago wakes up, everybody's

furnace is on and my two-stage furnace would be on

full blast |ike everyone else's, right?

A Dependi ng on how well you insul ated your
honme.

Q Okay. Well, let's turn to next winter's

capital project at the Zibart household and that is
i nsul ati on.

The typical insulation that people buy
for their houses is those big rolls of fiberglass
insulation, right?

A That's one met hod.
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Q Okay. I[t'"s a common method, is it not?
Yes.

Q And that stuff comes with an R number; is
that right?

A Ri ght.

Q And that's supposed to tell you how nuch
insulation you get fromthe roll, right?

A It's the insulating value of the product
that's in that roll.

Q Okay. And one of the things that | was
di smayed to find out was that at very cold
temperatures the insulating capabilities of
fiberglass insulation is significantly decreased.

Are you aware of that?

A No. |I'm not aware of that.

Q | want to tal k again about --

MR. LEARNER: |If we could just have a little
pause here.

Let's tal k about what the witness
knows, not M. Zibart's view of what the properties
are of fiberglass.

If you want to ask him what he thinks
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the properties are, that's fine. W don't need
testimony on what the attorney thinks it m ght be.
Ckay.
BY MR. ZI BART:

Q | want to tal k about the two-to-one ratio
again that we tal ked about.

That cost benefit ratio, we're talKking
about on a statewi de or service territory-wi de basis;
is that right.

A Benefit cost ratio of two to one could be
applied to the whole portfolio of programs. Could be
applied to an individual program

Depends on the context that it's being

used.

Q Okay. In your testinony | think you were
tal king about spending a mllion dollars and getting
two mllion dollars of benefit.

So we weren't tal king about an
i ndi vi dual there, were we?
A It could be an individual program or a
portfolio of prograns.
Q Does that scale down to the individua
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person so that if |I spend a thousand dollars on gas

efficiency projects at ny house that |I'Il get two
t housand dollars of benefit?

A That can vary consi derably dependi ng on

what the circunmstances around a particul ar building

are, what the preexisting conditions are, what the
usage patterns in that home are.

That varies widely.

Q Okay. And one of the problems in figuring

that out is that the people incur the costs typically

all at once.
Like if someone buys a furnace, they
i ncur that cost all at once but they don't get the

benefit all at once; is that right?

A An energy efficiency product will save
energy over the useful lifetime of that product.
Q Ri ght. So you don't -- you get benefit

over a period of time but you don't get all of the

benefit the same year you spend the noney; is that

right?
A No.
Q That's not right or -- |I'msorry?
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A That is a -- it's correct that typically
you woul dn't receive all the benefits in the first
year of operation which is one of the reasons why
it's very hel pful to have energy efficiency prograns
to help people be more famliar with the econom c
paybacks from these products than they typically are.

Q Now, in your testimony you recommended a
col | aborative process whereby key stakehol ders woul d
nmeet and jointly agree to a portfolio of energy
efficiency programs to be funded; is that fair?

A Yes.

Q And you recommend t hat because you want
buy-in fromthe key stakeholders; is that right?

A Yes. It's a very common approach that's
been used to help bring along various stakehol ders
who woul d have an interest in the program

Q And who woul d the key stakehol ders be in
wor ki ng out a new set of energy efficiency prograns
in the Nicor Gas service territory?

A Well, by generic categories it would be the
customer -- customers who are in the classes that are
going to be served, your trade allies which typically

816



10

11

12

13

14

15

16

17

18

19

20

21

22

refers to who are the participating professionals
t hat would participate in your program maybe
vendors, suppliers, contractors.

It would be useful to get sone input
from the fol ks who will have to participate with and
engage thenselves with the program so that their
i nput can be reflected in the design of those
prograns.

Q What about the utility?

A Well, certainly that's -- my understanding
was utility would host the coll aborative process.

Q Wth respect to the new energy efficiency
progranms in the Nicor Gas service territory that you
propose here, would you say that there's already a
consensus of the key stakeholders on how to proceed?

A Very unlikely.

My understanding it's been quite a
whil e since there have been any prograns and it woul d
probably be very fruitful to engage in sone
di scussion with the entities that would -- you'd |like
to have participate and take advantage of the

programs.
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Q There's no consensus because they haven't
really even like met and started to discuss it yet;
is that fair?

A Exactly.

Q And so at this point there isn't really a
clearly stated purpose for the prograns at this
poi nt ?

A Well, the clearly stated purpose for the
program is to save energy at a cost that's nmuch | ess
than the cost of buying additional energy.

Q Woul d you agree that to ensure the success
of an energy efficiency program s adm nistrative
structure that the three key elements are clarity of
stated purpose, consistency of policy over time and
consensus of key stakehol ders?

A Those sound |i ke reasonabl e el enents.
woul dn't want to confine nyself to only three
el ements or only those three el ements.

Q But you think consensus of key stakehol ders
is a key element?

A Well, | think it's often difficult in this
world to arrive at conplete consensus, but | think to
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the extent that you can bring parties along and
achi eve consensus on important elements, | think that
can be very hel pful.

Q Dr. Kushler, 1'd like to show you, perhaps
you have it in front of you, a document that's been
mar ked ELPC Exhibit 6, | think.

A Okay. | have that.

Q And that is the coments of various parties
in California. And you have seen that document
bef ore, have you not?

A Yes, | am famliar with this.

Q And would you take a quick | ook on Page 29.
Looks like it's about the fourth or fifth |Iine down.
The sentence that starts out there we agree with the
regul atory assistance project that there are three
key el ements to ensure the sustainability and success
of our proposed adm nistrative structure over time:
Clarity of stated purpose, consistency of policy over
time and consensus of key stakehol ders.

You see that?
A Yes, | do.
Q Now, your name is on the second page of
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this docunment; is that right?
A Yes, it is.
Q And but you didn't actually wite this; is

that fair?

A My role was to review drafts and provide
comments. I was not a prime author of this, no.
Q But you |l ent your name to it or signed onto

it because you agree with the general approach you
took; is that fair?

A Yes. | think as in mpost situations where
the 40 plus position paper from a number of parties
are likely small elenments here or there that m ght
not be my favorite approach but in general, | thought
it was a good statement and | was willing to sign
onto that.

Q Ri ght. You state in your testimony -- this
is in your direct testinmny on Page 9 -- that the
energy efficiency program spending should be
al l ocated among customer sectors roughly in
proportion to the share of funding that comes from
each sector.

Do you renmenber that?
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A Yes.

Q Now, what if you found that the real bang
for the buck was in industrial efficiency prograns.

Woul dn't it be nore cost effective to
spend the nmoney where you can buy nore energy
savi ngs?

A You have identified really a very classic
dilemma that virtually every state faces when they
institute and design energy efficiency program.

It is correct that there tends to be a
trade-off. Industrial sector prograns tend to be the
nmost cost effective. However, |I'm not aware of any
jurisdiction in the U. S. that has deci ded they would
t herefore only pursue that sector prograns.

It is by far the -- in fact, | can't
t hi nk of any example where a state has not taken in
consi deration the equity issue of having sectors that
hel p fund prograns be eligible to receive programs.

Q Your study shows that the cost of energy
efficiency is much cheaper in the industrial sector
than it is in the residential sector; isn't that
true?

821



10

11

12

13

14

15

16

17

18

19

20

21

22

A Yeah. That would be a fair assessment of
the trends of results over tine.
MR. ZIBART: | have no further for Dr. Kushler.
Thank you.
JUDGE BRODSKY: Any ot her cross?
Redi rect?
MS. BUGEL: Can we have one moment, your Honor.
(Wher eupon, a discussion
was had off the record.)
MS. BUGEL: Your Honors, | have just a couple
of quick questions.

REDI RECT EXAM NATI ON

BY
MS. BUGEL:
Q Dr. Kushler, they asked you a series of

guestions regardi ng cost effectiveness and how this
translates to funding the program
What met hodol ogy did you use to
devel op your recommendati on as to the funding | evel?
A Well, in general | think about the context
for funding levels for an initiative such as this
with Nicor based on what we observe from experience
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in other utilities around the country and in terms of
comensurate | evels of effort.

There are probably half a dozen
di f ferent approaches that you could use to devel op
funding, but | think they would all tend to result in
funding |l evel estimates roughly in the range of what
| identified in my direct testinony.

It so happened by conveni ence that |
think it was ELPC 1.2, that report provided a
conveni ent set of tables whereby we could easily
all ocate a funding level to Nicor so we went ahead
and did that. That's where the 38 m | lion funding
estimate comes from.

But you could easily use a number of
ot her met hodol ogies to arrive at a -- what could be
regarded as a reasonable | evel of funding for that
conpany.

Q The funding level, the 38 point mllion
that you just nentioned per -- how does that conpare
per customer to recent gas costs increases?

MR. ZI BART: Your Honor, I'Ill object. | don't
think that's proper redirect. That's beyond the
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scope of the cross.

JUDGE ARI DAS: We're going to overrule it.

You did ask about funding, so.

THE W TNESS: | think the -- | deliberately
desi gned a funding |level that | thought was -- would
not create a burdensome i npact on custoners,
particularly relative to the burden that they have
already seen in terms of higher gas costs.

For example, if you look at the
current gas factor of May 2005 for Nicor, | believe
it's 78 cents a therm

In January of 2000, the start of this
decade, it was like 33.5 cents a therm So they have
al ready seen a 133 percent increase in their cost of
gas, 133 percent.

As explained in my testimny what
we' re suggesting, to provide an option for custonmers
to help be nmore efficient and | ower their bills, the
cost of that would be less than 1 percent.

In ternms of dollars, |I estimte, |
think, ten dollars, about ten dollars a year for an

average residential customer. Applying those sane
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gas factors to the average consunmption of gas to
customers on the conmpany's system they have seen
their gas bills go up $560 just for the gas costs
since January of 2000.

So again, a ten dollar a year cost to
fund some progranms that m ght give themrelief as
opposed to $560 a year they have already seen.

MS. BUGEL: We have no further questions.

JUDGE ARI DAS: | just have one follow-up on
your question.

EXAM NATI ON
BY
JUDGE ARI DAS:

Q Dr. Kushler, your 10 mllion or $38 mllion
range that you recommend to the Conm ssion, |'mjust
curious as to why 10 is the baseline?

| s that based on the same study you
just nmentioned, the ELPC study? Why 10? That seens
li ke a | arge spread.

A Well, | wanted to be able to offer a |eve
of funding that was |arge enough to at | east provide
some meani ngful pilot programs and get sone services
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going within the system

And so $10 mllion, quite frankly, is
kind of a round number estimte that would be sizable
enough that you could fund sone good pil ot prograns
but still not approach, you know, the |evel of cost
effective inplementation that | think certainly could
be i mpl emented if Nicor inplemented prograns at the
| evel of the, you know, the best performng utilities
around the country.

Q So theoretically if the Comm ssion were
inclined to impose, let's say for the sake of
argument, 2 mllion, would that be even worth the
effort in your opinion?

A Well, it would be -- it would probably
hei ghten the inmportance of having some very carefully
done design of how that money woul d be allocated to
prograns.

| mean | would strongly urge that
significantly nore than 2 mllion be allocated sinmply
because the magni tude of the cost problemthat
customers face, even $10 mllion is only two cents an
MCF for the average residential custoner.
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| mean it's -- it's alnmost -- it's not
even a rounding error for what they have seen in
terms of what's happened to their gas costs in the
| ast several years.
So, you know, it's always up to the
Comm ssion what they m ght |like to do; but | would
strongly urge that 10 mllion be kind of seen as a
good starting point to inmplement some good pil ot
progranms.
JUDGE ARI DAS: Okay.
Any redirect on that?
MS. BUGEL: No, thank you.
JUDGE ARI DAS: Dr. Kushler, you're excused.
JUDGE BRODSKY: Wait. Was there further
recross?
MR. ZI| BART: No, your Honor .
JUDGE BRODSKY: Okay.
MR. LEARNER: Thank you very much.
JUDGE ARI DAS: | think we're going to turn to
staff.
Are you ready to proceed?

MR. FOSCO: Yes, your Honor.
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JUDGE ARI DAS: Do we want to take care of the
of fer of proof situation?

MR. RIPPIE: Yes, M. -- as | said M. Fosco
and | have had a discussion about the offer of proof
and we share the understanding the purpose of the
of fer of proof is to preserve the issue of the
evidentiary ruling for consideration both before the
Comm ssion and anywhere el se the case may go.

And no one's offer of proof has a
purpose of permtting themto substantively cite in
further briefs before the Comm ssion the matters
whi ch have been stricken.

MR. FOSCO: Your Honor, he's correct, with that
under st andi ng we have no objection to the offer of
proof .

JUDGE BRODSKY:  Okay.

JUDGE ARI DAS: Who's the first staff wi tness?

MR. FOSCO: Your Honors, staff would call
M. Gene Beyer.

JUDGE ARI DAS: M . Beyer.
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(Wtness sworn.)
GENE BEYER
havi ng been called as a witness herein, after having

been first duly sworn, was exam ned and testified as

foll ows:
DI RECT EXAM NATI ON
BY
MR. FOSCO:
Q M. Beyer, would you please state your name

for the record and spell your |ast name?

A Gene Beyer, B-e-y-e-r.

Q M. Beyer, can you please state your
current position and place of enmploynment ?

A My title is bureau chief of the public
utilities bureau at the Illinois Commerce Comm ssion.

Q M. Beyer, did you cause testinmny to be
prepared and submtted in this docket?

A Yes.

Q Do you have in front of you, M. Beyer,
what has been marked as I CC Staff Exhibit 9.07?

A Yes.

Q And is that a copy of the direct testinony
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that you caused to be prepared in this proceeding?

A Yes.

Q And does that consist of a cover page and
ei ght pages of questions and answers?

A Yes.

Q If I were to ask you the questions set
forth in I CC Staff Exhibit 9.0 today, would your
answers be as set forth therein?

A Yes.

Q And is the information contained in |ICC

Staff Exhibit 9.0 true and correct

your know edge?

A Yes.

Q M. Beyer,

prepared rebutta
A Yes.

MR. FOSCO:

matter on M. Beyer's rebuttal

M .

t hat part of M.
to a portion of

stricken by your

to the best o

did you also cause to be

| testinmony in this proceeding?

f

Your Honor, | guess a housekeeping

Beyer's rebutt al

testi mony.

testimony refe

Ms. Karegianes's testinony that

Honor's ruling,

and t hat

is the

Ri ppie and | discussed the fact

rred

was
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gquestion begi nning on Line 316 of M. Beyer's
rebuttal testimony.

And, your Honor, we -- pursuant to
your rulings, her testinony was stricken. W have no
objection to revising M. Beyer's testinmony
accordi ngly.

| do have five copies of his testimny
with those lines stricken.

Woul d you -- and either | can submt
three copies to the court reporter and copies to
yourselves or we can file it on e-docket
subsequent|y. However you want to handle it.

JUDGE ARI DAS: You can submt themright now,
M. Fosco. That's fine.
BY MR. FOSCO:

Q M. Beyer, again referring to your rebuttal
testimony, you have that document in front of you?

A Yes, | do.

Q That document is identified as |ICC Staff
Exhibit 18.0; is that correct?

A Yes.

Q And that consists of a cover page and 18
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pages of questions and answers?

A Yes.

Q Was this document prepared by you or under
your direction and control ?

A Yes.

Q And if | were to ask you the questions set
forth therein including the nmodification we just
di scussed on the record striking Lines 316 through
329, would your answers today be as set forth herein?

A Yes.

MR. FOSCO: Your Honor, we would move for
adm ssion into the record of ICC Staff Exhibits 9.0
and 18.0, the direct testinony that was filed on
e-docket, and we have subm tted copies of his
rebuttal as revised.

JUDGE ARIDAS: Are there any objections to the
af orementioned exhibits being admtted into the
record?

MR. RI PPI E: No, your Honor .

MR. FOSCO. M. Beyer is avail able.

JUDGE ARI DAS: Hearing none, they are so
admtted and this precedes the cross
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(Wher eupon, | CC Staff

Exhibit 9.0 and 18.0 were admtted
into evidence subject to
Cross-exam nation.)

MR. RIPPIE: | think we're the only ones, so

"1l dig in.
CROSS- EXAM NATI ON
BY
MR. RI PPI E:

Q Good afternoon.

A Good afternoon.

Q M. Beyer, | understand that you are the
staff witness who is responsible for discussing the
staff's policy and position with respect to the
sel ection of a weather normalization period for Nicor
Gas in this proceeding; is that correct?

A Yes.

Q And |I'm aware that you are not a |awyer and
I think cannot and don't intend to testify in |egal
matters, but am |l correct that your testinony does
relate staff's view of the history of Comm ssion
deci sions and policy in this area?
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A | do refer to that, yes, the Comm ssion's
| ong-standi ng practice.

Q | s one of the bases therefore of your
testimony your famliarity with Comm ssion decisions
and policy making in cases such as this?

A Yes. l'm famliar with that generally in
cases over the years.

Q It is fair to say, though, you're not a
statistician or otherwi se an expert in statistical
anal yses; is that right?

A That's correct.

Q It probably goes without saying but you're
also not a climtol ogist, a meteorol ogist, or someone
who i s otherwi se expert in weather patterns or the
evol uti on of those patterns; is that correct?

A That's correct.

Q Are you famliar with other staff
testimonies filed in this proceedi ng?

A Yes.

Q Per haps we can save some time if | ask you
whet her it is true that no other staff witness is a
climat ol ogi st, meteorol ogist or otherwi se expert in
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weat her patterns or the evolution of those patterns?
s my statenment correct that no ot her
staff witness is expert in those areas?

A That's correct.

Q M. Beyer, will you agree with me that this
docket was initiated by an order of the Conm ssion
suspending a filing of tariff sheets made by Nicor
Gas in November of |ast year?

A Yes, the filing was in Novenber. The
suspension came |ater, | believe.

Q Yes. You're correct

And certainly I did not mean to
inti mte otherwi se.

Since that time there's been a
re-suspension order. Are you famliar with that?

A Yes, that's true.

Q Are you aware of any other order in which
the Comm ssion added to or suppl enented the scope of
this proceedi ng?

A No.

Q Woul d you agree then that in |layman's terns
t he purpose of this docket is to determne if the
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rates and tariff sheets filed by Nicor Gas are just
and reasonable to the utility and its customers?

A | believe that will be an outcome of the
case. Yes.

Q That woul d be the principal outcome of the
case?

A To determ ne just and reasonabl e rates,
terms and conditions of your tariffs, yes.

Q Yes. Fair enough.

Now, are you famliar with what a

rul emaki ng docket is?

A Yes.

Q And woul d you agree with nme again in
layman's terms that this is not a rul emaking docket?

A That's correct.

Q Are you also famliar with what a generic
proceeding is?

A | believe that can be defined in different
ways, but generally as | have used it, yes.

Q Just so we're all clear, why don't you give
me your general -- your generic definition of a
generic proceeding.
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A What | intended to describe in ny testinony
is a separate proceeding that can be begun initially
in an informal manner or formal manner.

The details were not described in ny
testi mony, but the proceeding that | would envision
in this case would be one in which staff would begin
a dialogue with the various parties that would be the
electric and gas utilities in lllinois as well as
ot her interested parties to discuss this weather
normal i zati on and whet her or not changes are
appropri ate.

Q And this obviously is not a proceeding |like

that; is that correct?

A That's correct.

Q Now, are you famliar in general with the
means by which utility's rates are, in general,
eval uated by the Comm ssion in Illinois?

A Yes. There are several factors that go

into the determ nation of rates.

Q | f at any point | ask you a question that
exceeds the level of your know edge and experience,
you'll tell me, right?
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A | certainly wll.

Q Okay. Would you agree that as a matter of
policy, it's your understanding that utilities in
Il'linois are entitled to a revenue requirenent that
covers their reasonable and prudent costs including a
fair return on their investnment?

A That's correct.

Q And woul d you agree that the Conm ssion
shoul d design rates and set charges so as to give
utilities a fair opportunity to recover that revenue

requi rement ?

A Yes.
Q Now, aside from any specific | ega
requirement, is it your understanding that those two

characteristics, nanely a just and reasonable revenue
requi rement and rates that are designed to recover
that revenue requirement, are basic rights of
utilities that historically have been uniformy
recogni zed by the Comm ssion?

A Well, | know that's what the Comm ssion
strives for in issuing its order.

| don't recall considering that before
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in terms of basic rights to the utilities, but | do
know that the Conm ssion strives to be fair to the
utility and the ratepayers altogether.

Q Maybe | can ask it this way and it will be
alittle nore precise.

Are you aware, M. Beyer, of any

Comm ssion rate decision in which the Comm ssion
purposely awarded the utility rates under which it
woul d not be expected to recover its revenue
requi rement ?

A | can't think of any situation.

Q Do you agree that it would be wrong for the

Comm ssion to do that?

A Yes.
Q Do you al so agree that it would be wrong
for the Conmm ssion to reduce a utility's revenue

requi rement or refuse to allowto effect tariffs that
are expected to recover that revenue requirement
based on evidence that is not part of the record in
the rate case docket?

MR. FOSCO: Could I seek clarification. The
guestion is intended from a policy perspective, not a
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| egal -- can we clarify that?

MR. RI PPI E: Yes. That's why I'm trying to use
the word wrong or poor policy rather than do you have
a |l egal opinion.

M. Beyer's testimny as you know
di scusses policy and I'"mtrying to stay within that
sphere.

MR. FOSCO: Thank you for that clarification.

THE W TNESS: Wbuld you repeat the question,
pl ease?

MR. RI PPI E: 11 try.

BY MR. RI PPIE:

Q Woul d you agree that it would be wrong for
the Comm ssion to reduce a utility's revenue
requi rement or refuse to allow it to effect tariffs
that will permt it to recover a revenue requirenment
based on evidence that's not part of the record in
the rate case?

A | woul d agree.

Q And as | did with my earlier question, |et
me ask you, can you think of any case in the history
of the Comm ssion where it has, in fact, reduced a
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utility's revenue requirement or refused to allow it
rates designed to recover a revenue requirement based

on evidence that was not part of the record?

A No.

Q Do you agree that the question of what the
average col dest weather in northern Illinois over the
next ten years will be is a question of scientific
fact ?

A Well, it's certainly maybe a question of
science and predictions. | don't know that it --

knowi ng what's going to happen in ten years is based
on scientific fact.

Q Let me try to ask it a little bit
differently and see if | could address your concerns.

Woul d you agree that identifying the
expected wi nter weather in northern Illinois over the
next ten years is a matter of scientific fact?

A | can say it's maybe a result of a process,
but I'm just having trouble with the word fact in
your question.

Q Woul d you agree that it is a matter that

t he Comm ssion should | ook to scientists and
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statisticians to resolve?

MR. FOSCO: "1l object to the extent that
calls for a |l egal conclusion.

MR. RI PPI E: "1l rephrase because that is not
my intention, your Honors.

BY MR. RI PPIE:

Q Woul d you agree that if the Comm ssion were
to ask itself the question what is weather likely to
be in the winter in northern Illinois over the next
ten years, the people that it ought to turn to to
answer that question are scientists and
statisticians?

A ' m certain that people of those
backgrounds could definitely produce those
predictions, but I don't know that those are the only
peopl e that do.

| don't know that, for exanple,
utilities which address these issues on a daily basis
are constantly turning to scientists and
statisticians to provide those predictions.

Q If I were then to amend my question to
include scientists, statisticians and utility
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engi neers who have a day-to-day operating famliarity
with those conditions, would you agree with ny
st atement?

A Yes. | f you added utility engineers or
utility experts in that field, yes.

Q M. Beyer, moving on to the next subject
area, would you agree that normalizing sales and
transportation volumes for weather is an appropriate
way for gas utilities to reflect weather variability?

A ' m not aware how they do that for the
transportation vol unmes.

Q Okay. You agree for sales volumes?

A Yes.
Q Woul d you agree that the Comm ssion has
hi storically set rates to allow gas utilities to

recover their revenue requirement if weather devel ops
as expected in the rate case?

A Yes.

Q And woul d you agree that if weather does
not devel op as expected in the rate case, that the
utility is likely not to recover its revenue
requi rement ?
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A Al'l other things held equal ? Yes.
Q Fair enough.
Woul d you agree --

A May | amend that?

Q Certainly.

A You said if the weather doesn't work out as
normal the utility won't earn its revenue
requi rement.

It could go the other way as well. |
it's much colder than normal, the utility will earn
nmore than was determ ned as its revenue requirement.

Q Yes. So let me phrase it then this way:

Woul d you agree that if the wi nter
weat her used for setting gas rates is colder than
what is actually expected to occur, the utility can
be expected to sell |ess gas than assumed in setting
t he rates?

MR. FOSCO:. | think --
THE WTNESS: | think | --
MR. RI PPI E: Did | just say that backwards? |

flipped that. Got me confused now.
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BY MR. RI PPIE:

Q Woul d you agree that if the wi nter
weat her -- actually | think | said it right. Let nme
say it again.

Do you agree that if the winter

weat her used for setting the rates is colder than
what actually occurs, the utility can be expected to
sell and transport | ess gas than assumed in setting
the rates?

A Yes, that's correct. M apol ogies. I
m sunder st ood.

Q | probably read it wong. W' re clear now.

| s that why you said at Lines 119

through 121 of your direct testinony, Staff Exhibit
9.0, a thermsales forecast that is set -- quote, a
therm sal es forecast that is set too high wl
contribute to the conpany's inability to recover its
costs while a forecast that is set too | ow will
contribute to collecting too much from customers?

A Yes.

Q Now, in this case, do you recall what the
nunmber of heating degree days Nicor witnesses
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testified should be used to fairly represent expected
weat her ?

A Approxi mately 5800.

Q Just so the record is absolutely clear and
to help our understandi ng, can you tell us briefly
what a heating degree day is?

A Heati ng degree day is the measure of a
day's average high and |ow tenmperatures from-- as
they vary from 65 degrees.

Q And am | correct that both staff and Nicor
Gas witnesses have used heating degree days as the
measurement for wi nter weather for the purposes of
normal i zing the rates and charges?

A That's correct.

Q Now, staff recommends in this case a higher
number of heating degree days; am | correct?

A Yes.

Q Approxi mat el y what number does staff
recommend, do you recall?

A Approxi mately 6, 000.

Q Now, if the Conmm ssion were to adapt
staff's 6,000 HDD position and it turns out that
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Ni cor Gas's 5830 HDD prediction is closer to reality,
woul d you agree that, all other things being equal,
that will contribute to Nicor Gas's inability to
recover its costs?

A I n any given year when the actual weather
is warmer than that used to separate, it wil
contribute to the conmpany's inability to recover its
costs.

Q At any point in this case, either in
testimony or in response to data requests, has staff
cited any scientific literature that suggests that a
30-year weat her normalization period is presently
nore accurate for northern Illinois than a 10-year
normal i zati on peri od?

A No.

Q W Il you agree with me, sir, that there is
no I CC rule or regulation or general order before the
general orders were codified that requires an
Il'linois gas utility to use a 30-year period in
setting its rates?

A That's correct.

Q Woul d you al so agree that there never has
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been such a rule or general order to your know edge?

A Not to ny know edge.

Q Woul d you al so agree that there is no | CC
rule or general order prohibiting a utility from
proposing in an individual rate case any weat her
normal i zati on period that its evidence supports?

A | woul d agree the utility can do that.

Q Woul d you al so agree that over the |ast 25
years the Comm ssion has applied several different
weat her normalization schemes to Nicor Gas itself?

A | don't know that. If you had a reference,
perhaps | could --

Q Sure.

A -- think about that.

Q There's nothing tricky here.

In 1979, for exanmple, the Comm ssion
ordered Nicor Gas to i mplement rates that had no
weat her normalization period at all, for exanple.

Isn't that right?

A That's correct. |In that case the
Comm ssion denied the company's weat her normalization
adj ust ment .
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Q And in the '"95 rate case there was a
30-year period used?

A That's correct.

Q When did the staff of the Illinois Conmmerce
Comm ssion first become aware that scientific
evi dence suggested that the use of a 30-year
hi storical weather period m ght not be |likely to
accurately predict the weather that gas utilities
will experience in Illinois?

MR. FOSCO. Can | object to the form of the
guesti on. I mean, scientific evidence, | don't know
t hat we have that defined.

| f you -- | would suggest rephrasing

MR. RI PPI E: "1l withdraw it. "1l come at it

alittle bit --
(Wher eupon, Nicor
Exhi bit No. 47 was marked
for identification.)

BY MR. RI PPIE:

Q | have put in front of you, M. Beyer,
tendered to the Judges and ot her counsel, a document
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entitled the appropriate use of climatic information

in Illinois, natural gas utility weather
normal i zati on techniques by WIlliamE. Easterling,
James R. Angel and Scott A. Kirsch fromthe Illinois

State Water Survey, Chanpaign, in 1990.

M. Beyer, have you seen this docunment

bef or e?
A No.
Q Do you know whet her anyone on staff -- |et

me try this a different way.

Do you know whet her the staff of the
I1'linois Commerce Comm ssion had any i nput or
provi ded any data in connection with the devel opnent

of this report?

A No, | don't know.
Q Do you know when the Comm ssion staff first
became aware that a Illinois state climtol ogi st was

studyi ng weat her patterns and their impact on weat her
normalization in Illinois?
A Speaki ng on behalf of nmyself?
| first became aware of this report as
it was referenced in Professor Takle's testimony.
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Q So | take it you also do not know who
James R. Angel is except by reference in Dr. Takle's

testimony; is that right?

A That's correct.
Q Now, in this case, did Nicor Gas have
occasion to alert staff in advance of the filing that

it intended to use a 10-year weat her normalization
peri od because it viewed that period as nmore |likely
to produce accurate results?

A Yes, there was a neeting shortly before the
company filed in which you tal ked to us about this
adjustment or this issue.

Q Has staff, to your know edge, at any tinme
since 1990 filed a report or otherwi se petitioned the
Comm ssion to institute a generic proceeding to study
what the appropriate weather normalization period is
for Illinois utilities?

A No, we did not.

Q Are you al so aware of a recent filing by
Peopl es Gas Company raising -- strike that, please.
Are you also aware of a recent filing

by Peopl es Gas Conmpany proposing an alternative means
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of adjusting utility revenues for errors -- let me
try that one |last tine.

Are you al so aware of a recent filing
by Peopl es Gas proposing a means of adjusting
revenues on account of differences between actual and
forecast weather?

A Yes.

Q Do you know roughly when that filing was
made?

A Three weeks ago possibly, and I believe the
filing is a tariff that would adjust the rate charged
customers rather than one that is a direct
translation into revenues.

MR. RIPPIE: Fair enough.

M. Beyer, | believe that's all the
questions | have for you.

Thank you very nmuch.

THE W TNESS: Thank you.

JUDGE ARI DAS: M. Beyer, | have also a

guesti on.
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EXAM NATI ON
BY
JUDGE ARI DAS:

Q I n your rebuttal testinmony here, you talk
about a weat her adjustment tariff and you propose
that a weat her adjustment tariff be utilized if there
woul d be adverse winter effects this comng w nter on
the company and you cite -- it's on Page 18 of your
rebuttal.

The reason you give is that there's --
it's atimng issue. The Comm ssion final order
woul dn't be entered so you advocate a weat her
adjustment tariff and you state you recomend t hat
the company, staff and other parties not wait for a
Comm ssion order but rather begin discussions now
regardi ng the devel opnent and i nplementation of a
weat her adjustment tariff.

| was just wondering if those
di scussi ons have begun or anything has been done on
that reconmendati on?

A No, we have not .

As | nmentioned earlier, | would
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envi sion a proceeding to start investigating those
i ssues could begin within the next couple weeks.

| woul d envision a series of questions
from staff that we would send out to the gas and
el ectric companies as well as other stakehol ders that
have an interest in this, see what their responses
are, study that, follow up, perhaps a meeting of the
parties to discuss how we want to address these
i ssues.

In my direct testimony, | mention that
| ooking at alternatives such as that would be one of
the issues we'd want to discuss.

JUDGE ARI DAS: Okay. Thank you.
Any ot her cross for M. Beyer?
Redi rect?
MR. FOSCO: No, your Honor.
JUDGE ARI DAS: Okay, M. Beyer, you're excused.
THE W TNESS: Thank you.
JUDGE ARI DAS: Why don't we take a 10-m nute
break.
(Wher eupon, a brief recess
was taken.)
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JUDGE BRODSKY: Back on the record.
MS. SCARSELLA: Staff would |like to call
Ms. Ebrey.
(W tness sworn.)
THERESA EBREY,
havi ng been called as a witness herein, after having

been first duly sworn, was exam ned and testified as

follows:
DI RECT EXAM NATI ON
BY
MS. SCARSELLA:
Q Ms. Ebrey, can you please state your ful

name for the record.

A My name is Theresa Ebrey, E-b-r-e-y.

Q Who is your enmployer and what is your
busi ness address?

A ' m enpl oyed as an accountant with the
II'linois Commerce Conm ssion and my busi ness address
is 527 East Capitol Avenue, Springfield, Illinois,
62701.

Q Did you prepare written exhibits for
submttal in this proceeding?
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A Yes, | did.

Q Do you have before you a document which has
been marked for identification as ICC Staff Exhibit
2.0 which consists of one cover page, a table of
contents, 17 written pages and attached Schedul es
2.01 through 2.09 and is entitled direct testimony of
Theresa Ebrey?

A Yes, | do.

Q Did you prepare that docunent for
presentation in this matter?

A Yes, | did.

MS. SCARSELLA: | would like to note for the
record at this tinme that this is the same docunment
that was filed via e-docket on March 1, 2005.

At the time, though, there were two
versions of Ms. Ebrey's testinony, one was
confidential and one was public.

Since that time the conpany has
notified staff that the entire document can be
treated as public. So the same document was fil ed
once again on May 18th, 2005, as public, so now
there's only one version.
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BY MS. SCARSELLA:

Q Do you have any additions or corrections to
make to | CC Staff Exhibit 2.07?

A No, | don't.

Q Do you have before you a document which has
been marked for identification as ICC Staff
Exhi bit 11.0 revised which consists of a cover page,
a table of contents, 14 typewritten pages, Attachnment
A and Schedule 11.01 and is entitled the revised
rebuttal testimony of Theresa Ebrey?

A Yes, | do.

Q Did you prepare that document for
presentation in this matter?

A | did.

MS. SCARSELLA: | note for the record this is
t he same docunment that was filed via e-docket on
May 13, 2005.
BY MS. SCARSELLA:

Q Do you have any additions or corrections to
make to I CC Staff Exhibit 11.0 revised?

A No, | do not.

Q Is the information contained in | CC Staff
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Exhibits 2.0 and 11.0 revised true and correct to the
best of your know edge?

A It is.

Q If I were to ask you the same questions set
forth in ICC Staff Exhibits 2.0 and 11.0 revised,
woul d your responses be the same today?

A Yes, they woul d.

MS. SCARSELLA: Your Honor, | nmove for
adm ssion into evidence | CC Staff Exhibits 2.0 and
| CC Staff Exhibit 11.0 revised.

JUDGE BRODSKY: Any objections?

Heari ng none, then those itens are
adm tted subject to cross-exam nati on.
(Wher eupon, | CC Staff
Exhibits 2.0 and 11.0 were adm tted
into evidence subject to
Cross-exam nation.)

JUDGE BRODSKY: Who wi shes to proceed?

MR. KAM NSKI: Mark Kam nski for the people of
the State of Illinois.

JUDGE BRODSKY:  Okay.

MR. KAM NSKI : First of all, | just want to

858



10

11

12

13

14

15

16

17

18

19

20

21

22

make clear all of the -- all of Exhibit 2.0 has been
decl ared public?
MS. SCARSELLA: Yes, it has.
MR. KAM NSKI: Thank you.
MS. SCARSELLA: It was refiled as such on
e-docket on May 18t h.
CROSS- EXAM NATI ON
BY
MR. KAM NSKI :
Q Good afternoon, Ms. Ebrey.
A Good afternoon.
Q Coul d you please refer to Page 3 of your
rebuttal testimony, specifically Lines 56 to 58.
You state that you are withdrawi ng
your adjustment to budget payment bal ances, correct?
A What were those |ine nunbers again?

Q That woul d be Lines 56 through 58.

A Is this my direct or rebuttal testinony?
' msorry.
Q It would be your rebuttal. ["msorry, it

woul d be Exhibit 11.0.

MS. SCARSELLA: Are you working off her
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revised? Maybe the

i ne numbers have changed

MR. KAM NSKI : ' m wor ki ng off of the original

that was filed on e-docket.

BY MR. KAM NSKI

Q There is a paragraph starting in addition |

am al so withdrawing nmy adjustments, and |

beli eve on

the third line of that paragraph, refer to budget

payment plan bal ances, correct?

MS. SCARSELLA: | think on her revised

testimony it's Line 60 where she addresses that.

THE W TNESS: | see that on Line 60

Exhi bit 11.0 revised.

BY MR. KAM NSKI

of my

Q You do state that you're withdrawi ng your

adjustment to the budget payment bal ances,

A That

's correct.

Q And on Page 4 -- just a monment.

t hese right.

"1 get

Page 4, Lines 64 to 65, you stated

your reason for withdraw ng your adjustments to

budget paynment

narrowi ng the

bal ances is in the interest of

I ssues in this proceeding,

correct?

correct?
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A Correct.

Q The intervenors in this case continue to
propose adjustnments to budget paynment bal ances
simlar to your proposed position in your direct
testimony, correct?

A Correct.

Q And the Comm ssion is still going to have

to decide the issue of budget payment bal ances,

correct?
A That's correct.
Q Isn't it true that w thdraw ng your

adjustments to the budget payment bal ances did not
narrow the issues in this proceedi ng?

A | believe that there was slight difference
bet ween ny adjustment and the AG s adjustnment, and by
wi t hdrawi ng my adjustment, there would not have to be
a decision made on whi ch met hodol ogy woul d be
correct.

Q Are you stating that you support the AG s
adj ust ment ?

A As | stated in Line 62 of my testimony, |
do mai ntain that actual bal ances should be used
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rather than the 21 nonths of projections that the
conpany used in their numbers.

| f the Comm ssion decides that an
adjustment is necessary, the AG s adjustment is a
reasonable alternative to the conpany's proposal.

MR. KAM NSKI: Okay. Thank you.

| also have the direct testimny as
originally filed. Have the |ine nunbers also changed
for that?

MS. SCARSELLA: No, it has not.

MR. KAM NSKI : Okay. Good.

BY MR. KAM NSKI

Q Could you refer to your direct testimny at
Page 9, Lines 159.

You discuss the proposed adjustment to
ADIT, A-D-1-T, related to the company's Section 263-A
el ection, correct?

A Correct.

Q Could you briefly explain what Nicor's
proposed adjustnent to ADIT related to the company's
Section 263-A election is.

A On the company's Schedule G-7, there is a
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footnote and | believe this is a public schedul e,
don't think -- it's not marked confidential --
there's a footnote that says a projected settl ement
on Septenber 30, 2005, of the Internal Revenue Code
Section 263-A accounting nmethod issue currently under
review by the Internal Revenue Service included on
this schedul e.

It's the conpany's estimte of what
the settlement will be after the Internal Revenue
conpletes its review of their election.

Q Woul d you agree that in 2002 the conpany
substantially increased the current tax deduction for
| abor and overhead that was capitalized -- sorry.

Let me strike that.

Woul d you agree that in 2002 the
conmpany substantially increased the current tax
deducti on for |abor and overhead that are capitalized
for financial reporting purposes?

A Subj ect to check.

Q And woul d you agree that the 2002 tax
deduction included a substantial catch-up component?

A Yes.
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Q And the effect of this catch-up conponent
was that in 2002 the conpany received a refund of
taxes paid in prior years?

A l'"'m -- | don't know.

Q Woul d you be willing to accept that subject

to check?

A |"m not sure if | have the information that
| could check that, so no, | couldn't do that.
Q Until a newrate is put into effect as a

result of this rate case, the entire benefit of the
263- A refund has gone to and continues to go to Nicor

shar ehol ders, correct?

A Coul d you repeat that question?
Q Until a new rate case -- I'msorry, start
over .
Until a newrate is put into effect as

a result of this rate case, the entire benefit of the
263- A refund has gone to and continues to go to Nicor
sharehol ders, correct?

A | would say that's correct.

Q And prior to the new rate being put into
pl ace, the benefit of 263-A refund has not gone to
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rat epayers, correct?

A Correct. Until a new rate is in place,
there's -- | don't know that there would have been
any inpact to the ratepayers.

Q s it your understanding of the conpany's
position in this case that Nicor believes that it is
possi ble that the RS m ght at some point chall enge
sonme portion of the tax deductions related to the
Section 263-A election?

A That's ny understandi ng.

Q One nonent .

In its exhibits Nicor has reflected
its assertion that the IRS could require repaynent of
income taxes of approximately 66 mllion, correct?

A That's correct.

Q And earlier you referred to Exhibit G-7.

Nicor's reflected that its assertion
that I RS could require repayment of the income taxes
of approximately 66 mllion is assumed to occur on
Sept enber 30t h, 2005, correct?

A | believe that's the conpany's estimte of

when a decision will be made by the Internal Revenue
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Service.

Q And you agree that Septenber 30, 2005, is
only about four nonths from now, right?

A Ri ght .

MR. KAM NSKI: Your Honor, at this time | have
a couple nore questions, but they're dealing with a
coupl e confidential exhibits so could we at this time
go in camera?

JUDGE BRODSKY: These are exhibits not attached
to the testinony that was unseal ed or unmarked
confidential?

MR. KAM NSKI: One has already been confirnmed
as confidential. The other | do definitely believe
is still confidential and they are not attached to
her testimony.

JUDGE BRODSKY: Okay. Are these the last itens
for the cross? For your cross?

MR. KAM NSKI : It's the last Iine of questions.
"Il be done shortly afterwards.

JUDGE BRODSKY: Okay. So what we'll do is go
into closed session then.

| s there -- anybody that's not party
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to the confidentiality agreenments that have been

previously set up in this docket should exit at this

poi nt .

MR. KAM NSKI: Thank you.

JUDGE BRODSKY: Before we conti nue, am |
correct that this procedure is sufficient just as
t hough it was the last time?

MR. RI PPI E: Yes.

JUDGE BRODSKY: Thank you. \Whenever you're
ready.

MR. KAM NSKI: Just waiting for them to be
handed out .

JUDGE BRODSKY: Whenever you're ready.

MR. KAM NSKI: Thank you.

(Wher eupon, further proceedings

were had in camera.)
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